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STATEMENTS Jf.,

BEFORE THE

COMMITTEE ON FINANCE, UNITED STATES SENATE,
WITH REGARD TO

The bill (H. R. 4502) to facilitate the refunding of the national debt, in
the following words :

[46th Congress, 3d Session. H. R. 4502.]

AN ACT to facilitate the refunding of the national debt.

Be it enacted by the Senate and House of Representatives of the United
States of America in Congress assembled, That all existing provisions of

law authorizing the refunding of the national debt shall apply to any
bonds of the United States bearing a higher rate of interest than four
and one-half per centum per annum which may hereafter become re-

deemable : Provided, That in lieu of the bonds authorized to be issued

by the act of July fourteenth, eighteen hundred and seventy, entitled
"An act to authorize the refunding of the national debt," and the acts

amendatory thereto, and the certificates authorized by the act of Feb-

ruary twenty-sixth, eighteen hundred and seventy-nine, entitled "An
act to authorize the issue of certificates of deposit in aid of the refund-

ing of the public debt," the Secretary of the Treasury is hereby author-
ized to issue bonds in the amount of not exceeding four hundred mil-

lion dollars, which shall bear interest at the rate of three per centum
per annum, redeemable, at the pleasure of the United States, after five

years, and payable ten years from the date of issue, and also certificates
in the amount of three hundred million dollars, in denominations of ten,
twenty, and fifty dollars, either registered or coupon, bearing interest
at the rate of three per centum per annum, redeemable, at the pleasure
of the United States, after one year, and payable in ten years from the
date of issue. The bonds and certificates shall be, in all other respects,
of like character and subject to the same provisions as the bonds author-
ized to be issued by the act of July fourteenth, eighteen hundred and
seventy, entitled "An act to authorize the refunding of the national

debt," and acts amendatory thereto : Provided, That nothing in this act
shall be so construed as to authorize an increase of the public debt :

Provided further. That interest upon the six per cent, bonds hereby
authorized to be refunded shall cease at the expiration of thirty days
after notice that the same have been designated by the Secretary of the
Treasury for redemption.



SEC. 2. The Secretary of the Treasury is hereby authorized, in the

process of refunding the national debt, to exchange, at not less than

par, any of the bonds or certificates herein authorized for any of the
bonds of the United States outstanding and uncalled bearing a higher
rate of interest than four and one-half per centum per annum ;

and on
the bonds so redeemed the Secretary of the Treasury may allow to the
holders the difference between the interest on such bonds from the date
of exchange to the time of their maturity and the interest for a like

period*on the bonds or certificates issued
;
but none of the provisions of

this act shall apply to the redemption or exchange of any of the bonds
issue*d to the Pacific .Railway Companies ;

and the bonds so received and
exchanged in pursuance of the provisions of this act shall be canceled
and destroyed.

SEC. 3. Authority to issue bonds and certificates to the amount ne-

cessary to carry out the provisions of this act is hereby granted ;
and

the Secretary of the Treasury is hereby authorized and directed to make
suitable rules and regulations to carry this act into effect : Provided,
That the expense of preparing, issuing, advertising, and disposing of

the bonds and certificates authorized to be issued shall not exceed one-

quarter of one per centum.
SEC. 4. That the Secretary of the Treasury is hereby authorized, if in

his opinion it shall become necessary, to use not exceeding fifty million

dollars of the standard gold and silver coin in the Treasury in the re-

demption of the five and six per cent, bonds of the United States au-

thorized to be refunded by the provisions of this act
;
and he may at

any time apply the surplus money in the Treasury not otherwise appro-

priated, or so much thereof as he may consider proper, to the purchase
or redemption of United States bonds or certificates : Provided, That
the bonds and certificates so purchased or redeemed shall constitute no

part of the sinking fund, but shall be canceled.
SEC. 5. From and after the first day of May, eighteen hundred and

eighty-one, the three per centum bonds authorized by the first section

of this act shall be the only bonds receivable as security for national-

bank circulation, or as security for the safe-keeping and prompt pay-
ment of the public money deposited with such banks

;
but when any

such bonds deposited for the purposes aforesaid shall be designated for

purchase or redemption by the Secretary of the Treasury, the banking
association depositing the same shall have the right to substitute other
issues of the bonds of the United States in lieu thereof: Provided, That
no bond upon which interest has ceased shall be accepted or shall be
continued on deposit as security for circulation or for the safe keeping
of the public money ;

and in case bonds so deposited shall not be with-

drawn, as provided by law, within thirty days after interest has ceased

thereon, the banking association depositing the same shall be subject
to the liabilities and proceedings on the part of the Comptroller pro-
vided for in section fifty-two hundred and thirty-four of the Kevised Stat-

utes of the United States: And provided further, That section four of

the act of June twentieth, eighteen hundred and seventy-four, entitled

"An act fixing the amount of United States notes, providing for a re-

distribution of the national-bank currency, and for other purposes," be,
and the same is hereby, repealed ;

and sections fifty-one hundred and

fifty-nine and fifty-one hundred and sixty of the Eevised Statutes of the

United States be, and the same are hereby, re enacted.
SEC. 6. That this act shall be known as " The funding act of eighteen i

hundred and eighty-one f and all acts and parts of acts inconsistent

with this act are hereby repealed.



TUESDAY, January 25, 1881.

Present, the members of the committee. Also, Hon. John Sherman,
Secretary of the Treasury; Hon. J. K. Upton, Assistant Secretary of

the Treasury; and Hon. John Jay Knox, Comptroller of the Currency.

The CHAIRMAN (Senator BAYARD). You will express to the committee,
Mr. Secretary, your opinion of the bonds proposed in the first section of

the bill under consideration.

Secretary SHERMAN. My attention has been called chiefly to three

points in the bill : first, as to the rate of interest proposed; second, as

to the appropriation for the expense of preparing and disposing of the

bonds; and, third, as to the policy of the 5th section. Minor amend-
ments suggest themselves, as, for instance, that a 5-20 bond would prob-

ably be better for some reasons; and I will add also that the denomina-
tions of the certificates should be increased so that they will be not less

than $10 and multiples of that sum. The great body of these would
be in smaller denominations, but it would be often convenient as the

basis of call loans to have denominations of $100, $500, and $1,000, and

perhaps higher denominations, and there could be no objection to their

use. The word "certificates" does not convey the exact idea of the

notes provided for, but the term "
Treasury notes'7 is more in conformity

with the laws of the United States heretofore providing for short loans.

As to the rate of interest proposed I can only say that I do not be-

lieve the loan proposed can be negotiated at 3 per cent, interest. I do
not say that it cannot be, but that is my opinion, based mainly upon the
fact that our bonds now in the market are selling at prices which yield
more than 3 per cent, to the holders, showing that the borrowing power
of the government is not so low as 3 per cent., and that no government
has ever yet sold its bonds bearing 3 per cent, interest at par. When-
ever bonds bearing that rate of interest have been offered they have
been sold at enough less than par to produce to the investor about 3J
per cent, interest as a minimum. To ascertain this fact the Treasury
Department obtained from several foreign governments the rates at

which their loans had been disposed of, and I have tables based upon
this information, some of the most important of which I will furnish to

the committee. The first one in reference to Great Britain shows only
transactions in recent unfunded loans. It will be observed that all the

exchequer bills mentioned in the following statement bear rate of inter-

est from 2 to 3 per cent, run for a short time, and were issued when
the money market was easy, and they are in the nature of money. The
aggregate amount, about $100,000,000, would be available for current

uses, and, the loans could not have been extended to any large sum at

such, rates.

A full statement of the bonded loans of that country may be found on

page 110, Finance Report for 1879. *
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The market rate of three per cent, interest has practically never ex-

isted in England, as will be seen from the following paragraph from the
London Economist:

In 1852 consols were quoted at prices varying from 3 below par to nearly 102
;
the

history of matters for that year being as follows : Consols rose from 97 ex div. in Jan-

nary and touched 100 in May, and 101 early in June. They were then quoted ex div.
,

but were again quoted at 101 ex div. on the 23d of June. Best bills were at that time
taken in the open market at 1| per cent. During August there was a relapse to 99.
But at the beginning of September consols were again above 100. They remained
about that price until November, when they rose to 101, and in December to 101$,

They were then quoted 100J ex div., but closed for the year at 101 ex div. In 1853 from
101 they fell below 100 in the first fortnight in January, and reduced 3 per cents, then
at 101-J," quickly followed. But in March they recovered to 100, and towards the end of

April they rose to 101. Consols relapsed to 100 in June, and were then quoted 9&J ex
div. They were as low as 90 in October, 1853, and have not since been at par until No-
vember, 1880. London Economist, November 6, 1880.

The table in regard to France embraces all the loans of that country
from 1816 to 1880. I have no information of any loan in France since

the popular loans from 1870 to 1872, which was taken by public sub-

scription. It will be noticed that in 1863 the French 3 per cents were
sold by public subscription at 66.30. In 1868 the same class of securi-

ties was sold by public subscription at 69.25. In 1870 the 3 per cents
were sold by public subscription at 60.60. The 5 per cents in 1871, im-

mediately after the Prussian war, were sold at 82.50 in very large sums,
and in 1872 at 84.50.

The statement of French loans is as follows :
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The interest on the French securities at the present market rates
would yield the investor about 4J per cent.

In regard to the German loans, here is a table which shows the bonds
negotiated by Germany in 1878, 1879, and 1880. Those are all 4 per
cent, bonds. They sold from 96 to 100J. The average rate of interest
to the purchaser was 4j\^.

Senator KERNAN. What was the time of the bonds?

Secretary SHERMAN. Those, I think, are annuities, but I am not sure.

They follow the English plan, I think.

The CHAIRMAN. Not a short loan 1

Secretary SHERMAN. A long loan. I think it is an annuity.

Statement of bonds negotiated ly Germany in 1878 and 1879, compiled from official informa-
tion received at the United States Treasury Department.
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As to the interest in New York at this time, which is an indication

also, I have a table taken from the report of the Comptroller of the Cur-
rency, which Mr. Knox furnishes me. This is on call loans and on com-
mercial paper, together with the average rate of discount in the Bank
of England for the same time, showing the rates of interest. That prob-
ably would be better as an element of computation.

* The average rate of interest in New York City for each of the fiscal years from
1874 to 1880, as ascertained from data derived from the Journal of Commerce and The
Commercial and Financial Chronicle, was as follows :

1874, call loans, 3. 8 per cent. ; commercial paper, 6. 4 per cent.

1875, call loans, 3. per cent.
; commercial paper, 5. 6 per cent.

1876, call loans, 3. 3 per cent.
;
commercial paper, 5. 3 per cent.

1877, call loans, 3. per cent.
;
commercial paper, 5. 2 per cent.

1878, call loans, 4. 4 per cent. ; commercial paper, 5. 1 per cent.

1879, call loans, 4. 4 per cent.
;
commercial paper, 4. 4 per cent.

1880, call loans, 4. 9 per cent. ; commercial paper, 5. 3 per cent.
Calendar year 1880, call loans, 3. 8 per cent.

; commercial paper, 4. 7 per cent.

The average rate of discount of the Bank of England for the same years was as fol-
lows:

During the calendar year ending December 31, 1874, 3. 69 per cent.

During the calendar year ending December 31, 1875, 3. 23 per cent.

During the calendar year ending December 31, 1876, 2. 61 per cent.

During the calendar year ending December 31, 1877, 2. 91 per cent.

During the calendar year ending December 31, 1878, 3. 78 per cent.

During the calendar year ending December 31, 1879, 2. 50 per cent.

During the fiscal year ending June 30, 1880, 2. 63 per cent.

I wish to say that I have no doubt a portion of the Treasury notes,
especially those which run a short time, can be sold as low as 3 per cent.,

and, therefore, I suggest, in addition to the amendments to the bill noted

here, that if you should adopt the rate of 3^ for the certificates, or notes,
it might be made " not to exceed 3J," because I have no doubt that a
short loan might be made at 3 per cent., or possibly less, judging from
the English experience. They sold 2J per cent, short-time notes, similar
to those provided by this bill, at par at a time when money was lying
idle. Investment in these short-time obligations was like having money
on call. They did sell these 2J per cent, notes at par; but they were
either for 3 or 6 months; but I am inclined to think we could sell one-

year Treasury notes, especially if our surplus revenue makes it a cer-

tainty they will be redeemed at maturity. I should think there might
be a time when they would sell with a lower rate than 3 per cent.

Senator VOORHEES. I wish to ask a question for information, Mr.

Secretary. Why would a short investment be preferable to a long one !

Why can we secure an investment for a short time in these Treasury
notes at a less rate of interest than for a long run ?

Secretary SHERMAN. The reason is that a call loan realizes always the
lowest rate of interest, because the creditor can take all the advantages
of the market. If there is a small rise, he makes his call and gets a

larger rate of interest.

Senator VOORHEES. This would be, then, like an operation in the streets
or in the banks, while the other would bear the features of a permanent
investment.

Senator FERRY. In that connection, I see your surplus of 1880 is

$65,000,000.
Secretary SHERMAN. Yes; I suppose you have the table.

Senator FERRY. And your sinking fund of 1880 is $40,000,000.
Secretary SHERMAN. That is part of the $65,000,000.
Senator FERRY. I mean your requirement is $40,000,000. You have

*
Report of the Comptroller of the Currency for the year 1880, page 55.
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provided more than that, because it has been done before. With your

surplus of some sixty-odd million dollars, could you not place at least

$200,000,000 very readily ! Your sinking fund would require in 5 years

$200,000,000.
Secretary SHERMAN. I have no doubt we can sell some notes. I have

been quite in favor of trying these short time Treasury notes
;
I recom-

mended them in my Keport.
Senator WALLACE. Does the bill contain any provision by which

these may be held by banks as a part of the surplus ?

Secretary SHERMAN. They are held like bills discounted.

Senator WALLACE. Could they be held as greenbacks !

Secretary SHERMAN. No, sir; they ought to be held only like any
other short loan.

Senator KERNAN. Would they circulate ?

Secretary SHERMAN. For a few days they might circulate, but not

much. They would be held like a call loan.

Senator VOORHEES. You say the Treasury notes will not go a great
deal into circulation!

Secretary SHERMAN. I do not think they will to any great extent.

They might for a little while, when the coupons are just cut off.. After

that, every man will hold them in preference to currency, because they
are a little better than currency, as they would draw interest.

Senator MORRILL. What do you think about having any surplus in

the face of the statement of Commissioner of Pensions Bentley that the

arrears of pensions act is going to cost $521,000,000?
Secretary SHERMAN. I take it Congress will manage that matter. I

want to say as a fact that we have already paid out all of the money
appropriated for the fiscal year for pensions. I have stated it, and I

state it to you now. It is a question seriously to consider, that there

is an estimate before you of $19,000,000 deficiency for pensions. We
have already paid the entire annual appropriation.

Senator KERNAN. Up to June next?

Secretary SHERMAN. Up to June next
;
and there is a deficiency asked

for.

Senator KERNAN. For this year 1

Secretary SHERMAN. For this year; and it is a pretty serious matter.

That cuts $19,000,000 off of the $50,000,000 surplus we were to have
this year, according to the Treasury estimates submitted in my annual

Keport.
Senator FERRY. Our excess of imports over exports for the first six

months of last year was $63,000,000, and for the last ftve months it was

$53,000,000.
Senator BECK. Mr. Secretary, I do not want to interrupt you, but

wish you to get your tables in as rapidly as possible.

Secretary SHERMAN. I should like to do so. I would state that I

have another table here which I think will be of value, and you will

find it so when you come to study this matter. It shows the market
value of a 3 per cent, bond at the present market rate. I think it is the

same table that Senator FERRY has. It shows that a bond placed be-

low the normal rate gradually runs down in value according to the

period it has to run. A bond for $100 for one year at 3 per cent, will

be worth $99.76, and will gradually run down until, if payable at the
end of fifty years, its present worth will be only $93.80. Its value will

never reach par so long as the interest it bears is below the market
rate yielded by other United States bonds.

This is the table :
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Table showing the net value of a three per cent, bond, interest reinvested semi-annually
to run 1, 2, 3, 4, 5, 6, 7, 8, 9, 10, 15, 20, 30, and 50 years to payment, and of a three per
cent, perpetuitfi (or perpetual annuity), computed on the basis of the present net prices in

open market of the United States four per cent, securities redeemable in 1907, at which rate
investors will realize 3 per cent . interest,per annum.

Corresponding net price
of 3 percent, bonds.

Years to run to payment: 1 99.76
2 99.50
3 99.30
4 99 10
5 93 90
6 98 60
7 98 50
8 98 30
9 9810
10 97 90
15 97 05
20 96 30
30 95 20
50 93 80

Perpetuity 92 30
TREASURY DEPARTMENT,

January 21, 1881.

Then, again, if you issue a 3 per cent, bond you would have to aban-
don the established policy of this country, which has always been to

maintain its bonds at par. Ever since the scheme of Hamilton, it has
been the policy of the government to maintain its bonds at par, and not

adopt the English system, to sell bonds bearing a fixed rate of interest

at any price they would bring. Congress has always tenaciously held
to the idea that the securities of the United States should be of such a
character as would bring par. If, then, 3J per cent, is the normal mini-

mum rate of interest, the issue of bonds that would be continued below

par would be a departure from that policy, and, besides that, it would

impair the fund for the security of the note-holders in the banking sys-

tem, and would compel the Comptroller of the Currency, as soon as this

deficiency appears, to require the difference to be made good by addi-

tional bonds.
Senator FERRY. Is there not a ten per cent, margin already I

Secretary SHERMAN. Yes; but the Comptroller has got to keep that.

The Senator seems to fall into the impression that the 3 per cent. 10 or

20 year bond would be quoted the first year at 99.76. That is not it.

The table is made upon the idea that the bond is to be a 3 per cent, one-

year bond, which would only be quoted at 99.76.

Senator KERNAN. Not for one year of ten I

Secretary SHERMAN. No; but if it was issued running for ten years,

then, as a matter of course, its value would depend upon the rate of in-

terest it would yield within the ten years, and this value would be $97.90
for $100. I have here also a table that has been prepared by Mr. Elliott.

This is a table for a 3 J per cent, bond upon the assumption that 3J per
cent, is the par. That is, the 3J per cent, bond would be of higher value

depending upon its duration. The bond would increase in value the

longer it runs.

Senator ALLISON. As the number of years increases ?

Secretary SHERMAN. As the number of years increases. If you would
make it a five-year bond, it might be fairly quoted and sold at a little

above par.
Senator VOORHEES. You speak of 3J per cent, being the rate of inter-

est on a par bond ?

Secretary SHERMAN. The minimum rate.



13

Senator VOORHEES. Does the element of the time which the bond has

to run have anything to do with that in your statement, or do you speak
of a one-year bond or a two year bond or a bond of any length of time

making that rate ?

Secretary SHERMAN. As a rule, call loans can be put at the lowest

rate of interest, and perhaps the rate can be kept down if payment is to

be made within a year or so, but when the time is so long that the loan

becomes desirable as an investment, then, if the rate of interest is good,
the loan becomes more valuable the longer time it has to run

;
but if the

annual interest yield is lower than the market rate, the converse of this

statement will be true.

Senator VOORHEES. If you are throwing a loan upon the money mar-

kets of the world, do you say the short bond would be most valuable ?

Could you sell the short bonds in larger amount 1

Secretary SHERMAN. A bond payable in one year, I think, would be

sold at a better rate to a certain limited amount.
Senator VOORHEES. But not to such a large amount f

Secretary SHERMAN. No
;
because this bill does not anticipate, I im-

agine, that we shall force the bonds on the market. You can put them
on the market only to the extent of the demand for them for convenient

use in the nature of call loans. Last fall we could have sold a large
amount of such bonds, for the reason that gold was pouring into the

country and holders could realize hardly anything from it. We could
have paid for this gold with great advantage with one-year Treasury
notes, which could have been used in the nature of currency, and could

have used the gold in the redemption of higher-rate securities of the

United States.

Senator KERNAN. Of one-year bonds 2

Secretary SHERMAN. Of one-year bonds.
Senator FERRY. Simplyto in vest the surplus money!
Secretary SHERMAN. Simply to invest the surplus money.
Senator VOORHEES. Do I understand that you have serious objection

to this 5-10 bond ? I have understood that the capital of the country
is opposed to that provision because it is too short a bond.

Secretary SHERMAN. No; I think not. I think the right of the United
States to redeem its securities is a very important right. That right I

would not surrender. Therefore I ain in favor of the 5-20 bond. I

would make it a 5-20 bond because that does not deprive the United
States of the right of redemption after five years, and gives an appear-
ance of permanency, and, besides, it is the title of a bond to which the

people have become accustomed.
Senator BECK. There is another element in that, too that $250,000,-

000 of 4J per cent, bonds mature in 1891.

Secretary SHERMAN. Yes
;
that is important. We cannot, with the

sinking fund, pay off all these bonds in ten years. I think we shall

have to reserve the right to let some of them run twenty years. It does
us no harm, because we can pay them at the end of five years if we
have a surplus revenue.

Senator FERRY. It gives you command of the situation.

Secretary SHERMAN. It gives us command of the situation.

Senator FERRY. You pay in twenty years if not before ? You have
the right of redemption in ten years ?

Secretary SHERMAN. If you make this a 5-10 bond, the loan would
mature and have to be paid at the very time the 4J per cents mature,
and we might get ourselves into a corner.

Senator VOORHEES. I have an impression that one of the objections
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to a short bond, a 5-10 bond, in such large amounts, is that it woultl
not permanently fix itself as an investment

;
for instance, take large

estates, or take men who have retired from business with millions of
dollars that they want to put away ; they would not wish to be dis-

turbed again in the course of five or ten years ; they would prefer a
more permanent investment than that. I am very glad to hear you say
that you think a bond at 3J even could be floated. The extension of
from ten to twenty years is not, I think, of so much importance. The
privilege already of the government to commence at five years, if we
have the surplus to use it and pay it, is an important privilege.

Senator KERNAN. As I understand the Secretary, in his judgment
'we should be able to negotiate a 5-10 bond at 3\ per cent. ?

Secretary SHERMAN. Yes; I think a 3J per cent, bond, running for

five years, would sell at par.
Senator FERRY. As your sinking fund is forty-odd millions of dol-

lars, and there is more or less surplus money that wants to be invested,,
which meets the point made by Senator Voorhees, that there is a

great deal of idle money that men would like to invest, with that sur-

plus money and the demand of the sinking fund at forty-odd millions,
can you not place $250,000,000 at 3 per cent. ?

Secretary SHERMAN. You cannot tell what the surplus revenue will

be. It is true that all the money you mention may be seeking invest-

ment, but purchasers will take the best investment in the market. If

railroads or other securities will pay a greater interest than government
securities, investment will be made in them. Large portions of these
sums would probably be invested in government securities, but, if so,
it would be in those that can be bought the cheapest and yield the highest
rate of interest. At presen t, any of the other government bonds at market
rates will pay a higher rate of interest than three per cent. There would
be no object in the holders of such funds purchasing three per cent,

bonds. You must offer a bond that is as good in the market as other

government bonds, or you cannot expect to sell. No one knows how
many of the small notes would be absorbed. It may be $50,000,000;
it may be more : but your real reliance must be upon the bonds that
are offered.

Senator MORRILL. If you do not have a repetition of the year 1879,
and the tremendous speculation in New York should result in a revul-

sion, so that the market was changed, would not that make some differ-

ence in the negotiation of any large loan ?

Secretary SHERMAN. There might be some revulsion. I always speak
of the present favorable condition of affairs. If you do not avail your-
self of this, I cannot foresee the result.

Senator BECK. Before you leave this particular point the bill passed
by the House provides that the bonds and certificates to be issued " shall

be in all other respects of like character and subject to the same pro-
visions as the bonds authorized to be issued by the act of July 14, 1870,
entitled l An act to authorize the refunding of the national debt, and
acts amendatory thereto. 7 " The provisions of all these laws require you
to give 90 days

7 notice before you can pay off any of the bonds issued

under them. Why should we not in issuing these new bonds so far

modify the law as to authorize them to be paid upon 30 days' notice ?

Secretary SHERMAN. There is no objection to that.

Senator BECK. Unless you desire to retain that privilege, I want to

know why we should not make it 30 days.
The CHAIRMAN. Would not the proviso from line 31 to line 35 repeal

that ?
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Senator FERRY. That applies to the interest on the 6 per cent, bonds.

Secretary SHERMAN. This is provided for by a substitute I have pre-

pared for section 5, providing that, when these bonds are called, there

shall be but one month's notice to holders.

Senator BECK. Why would it not be well after line 29 to insert the
words "except it shall be paid after notice of thirty days,

7' instead of

ninety days, as now provided ?

Secretary SHERMAN. Precisely ;
that we have got here at a different

place.
Senator BECK. You propose to amend that ?

Secretary SHERMAN. Yes.
Senator 'BECK. I beg pardon.
Secretary SHERMAN. This is the table showing the net value of a

three and a half per cent, bond, interest reinvested semi-aunually, to run
1, 2, 3, 4, 5, 6, 7, 8, 9, 10, 15, 20, 30, and 50 years to payment, and of 3J
per cent, perpetuities (or perpetual annuities), computed on the basis of

the present net prices in open market of the U. S.four per cent, consols
of 1907 :

Years to Corresponding net
run to price of 3J per

payment. cent, bonds.

1 100.24
2 100.48
3 100.71
4 100.93
5 101.15
6 101.35
7 101.55
8 101.75
9 101.9
10 102.1
15 102.9
20 103.7
30 104.8
50 106.2

Perpetuity 107.7

E. B. ELLIOTT.
TKEASURY DEPARTMENT,

Washington, D. C., January 24, 1881.

NOTE. The rate of interest realized to investors in the four per cent, bonds, at

present prices, on the assumption that the bonds will be paid as soon as redeemable, is

three and a fourth per cent, per annum.

I have another table here which I think would be interesting to you,
and it is an answer to some arguments made in the House. I do not
know that I am at liberty here to talk of what was done in the House,
but I suppose the committee can. Mr. Kelley, with a good deal of in-

genuity, endeavored to show that it was not our interest to refund nowr

but we should, leaving the 5 or 6 per cent, bonds outstanding, just go
on and pay them from the surplus revenue. In order to ascertain
whether that was practical or not, I had this computation very care-

fully made. This shows the amount of interest we would be required
to pay on the 5 and 6 per cent, bonds if they were retired at the rate of

$50,000,000 per year, and that is what is proposed ;
and also another

column showing the amount of interest to be paid on them if retired at
the rate of $100,000,000 a year. It shows that we would pay on 5 and
6 per cent, bonds, if they were not refunded, but redeemed at the rate
he proposes of $50,000,000 a year, $232,500.000 in interest. If paid off
at the rate of $100,000,000 a year, it would be $125,500,000. If these
bonds are refunded at 3 per cent., and redeemed at the rate of

$50,000,000 a year, we would pay $159,250,000 for interest.
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Senator VOORHEES. At $50,000,000 a year, commencing five years
from now ?

Secretary SHERMAN. No, from this time on.

Senator VOORHEES. Please repeat the last statement.

Secretary SHERMAN. I say, if you authorize the 3 per cent, bond as

proposed in case the bill is amended, and apply $50,000,000 annually to

redemptions, we would have paid in interest before they are all redeemed

$159,250,000, which is about $80,000,000 less than we would pay under
Mr. Kelley's plan. But if we redeem at the rate of $100,000,000 per
annum we would only pay $87,750,000, or about $40,000,000 less. I sup-

pose his argument, to state it fairly, would be that we ought not to issue

bonds that could not be refunded and paid oft' at the proper time, and
in that I agree with him, but we ought to refund, saving the right to

redeem in short periods.
The CHAIRMAN. He has borne in mind nothing but the aggregation

of interest. That was his theory.

Secretary SHERMAN. If the bill is passed as it came from the House,
and we could by a possibility sell those bonds at par, the amount of in-

terest we would pay at 3 per cent., supposing the redemptions to be
made at the rate of $50,000,000 a year, would be $136,500,000, about

$20,000,000 of interest less during the whole period than on the scale of

3J per cent.

Senator KERNAN. You would save $20,000,000 of interest.

Secretary SHERMAN. We m igh t save $20,000,000 of interest at 3 per cen t
.,

but at the same time in negotiating your bonds, in the delay and pro-
crastination in the sale of those bonds, we would very probably lose all

or more than we might save by the difference. As a matter of course any
Secretary would desire to sell bonds at 3 per cent., and I think some
certificates can be sold at that rate, but it may be a serious matter if

we fail in this negotiation and have to go back to Congress for power to

refund at a higher rate.

The statement of interest payments on the various bonds is as fol-

lows:

Statement showing interest payments required on three, three and a half, five, and six per
cent, bonds for various periods.

T3 S

!U

*

S|S1

|l I

2 S*3 2o c8~

First year
Second year
Third year
Fourth year
Fifth year
Sixth year
Seventh year
Eighth year
Ninth year
Tenth year
Eleventh year
Twelfth year . .

Thirteenth year ..

Fourteenth year

$34, 500, 000

31, 500, 000

28, 500, 000

25, 500, 000

22, 500, 000

20, 000, 000

17, 500, 000

15, 000, 000

12, 500, 000

10, 000, 000

7, 500, 000

5, 000, 000

2, 500, 000

$34, 500, 000

28, 500, 000

22, 500, 000

17, 500, 000

12, 500, 000

7, 500, 000

2, 500, 000

$22, 750, 000

21, 000, 000

19,250,000
17, 500, 000

15, 750, 000

14, 000, 000

12, 250, 000

10, 500, 000

8, 750, 000

7, 000, 000

$22, 750, 000

19, 250, 600

15, 750, 000

12, 250, 000

8, 750, 000

5, 250, 000

1, 750, 000

5, 250, 000

3, 500, 000

1, 750, 000

Total 232, 500, 000 125, 500, 000 159, 250, 000

$19, 500 000

18, 000, 000

16, 500, 000

15, 000, 000

13, 500, 000

12, 000, 000

10, 500, 000

9, 000, 000

7, 500, 000

6, 000, 000

4, 500, 000

3, 000, 000

1, 500, 000

$19, 500, 000

16, 500, 000

13, 500, 000

10, 500, 000

7, 500, 000

4, 500, 000

1. 500, 000

85, 750, 000 136, 500, 000 73, 500, 000

* Assuming that the six per cent, bonds would be redeemed first and that the amount of bonds at the

beginning was $650,000,000.

t Only three hundred millions could be redeemed in the first five years under present bill.
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Senator KERNAN. When you come to that point, state to us why it

would riot be wise to say that the Secretary shall negotiate at a rate not

exceeding 3 per cent.

Senator VOORHEES. Making the rate not exceeding 3 per cent, fixes

it practically at that rate
; you will not sell for less than that 1

Secretary SHERMAN. No, it does not fix it. The same discretion

would remain as in 1877, in the 4J per cent, bonds.

Senator MORRILL. You stopped the sale of those ?

Senator FERRY. Did that not show that the judgment of Congress
did not meet the possibilities of the market?

Secretary SHERMAN. It showed then
;
but it does not follow because

you could sell at 4 per cent., you can reduce it down.
Senator FERRY. But that being the case in that instance, where there

were 5's and 4J's and 4's, the result was, that your judgment moved
you to arrest the sale of the 5's and 4J's and confine yourself to the 4's.

In view of the fact that your sinking fund requires forty odd million

dollars a year, which in five years would absorb $200,000,000, and then

considering the surplus money that wants to be placed in these low-rate

bonds, simply on call, now with $200,000,000, say, that you have already,
if such could be placed at 3 per cent, on short time, on what length of

time can the balance of the $700,000,000 be placed at 3 per cent., in your
judgment, over the $200,000,000? There is no question about the

$200,000,000.
Senator KERNAN. I suggest to the Senator to let the Secretary get

down with his tables to section 5.

Secretary SHERMAN. I will give another table bearing on the same
question. In referring to the sinking fund, I produce this table for the

purpose of showing how rapidly the requirements of the sinking fund
would pay off the debt, and how important it is to have our bonds in

reach so that we would not have to pay premium.

Requirements of the sinking fund for 10 years.

For the fiscal year ending June 30, 1832 $43,336,645 00
For the fiscal year ending June 30, 1883 45,122,110 80
For the fiscal year ending June 30, 1684 46, 926, 995 24
For the fiscal year ending June 30, 1885 48,804,075 04
For the fiscal year ending June 30, 1886 50,756,238 04
For the fiscal year ending June 30, 1887 52, 786, 487 56
For the fiscal year ending June 30, 1888 54,897,947 07
For the fiscal year ending June 30, 1889 57,093,864 95
For the fiscal year ending June 30, 1890 59,377,619 55
For the fiscal year ending June 30, 1891 61,752,724 33

520,904,707 58

Recapitulation.

For first two years $88, 508, 755 80
For first three years 135,435,751 04
For first four years 184,239,826 08
For first five years 234,966,064 12

NOTE. In the 5th year (July 1, 1886), the $400,000,000 5-10 bonds provided for in
the House bill will be redeemable.

There is another matter here which I do not wish to omit. The
House has reduced the expenses of issuing the bonds to J of 1 per cent.
1 know that is founded upon the fact that with the 4 per cents we reduced
the expenses to a fraction over a quarter of one per cent.

Senator VOORHEES. You speak of the expenses of sale ?

Secretary SHERMAN. The entire expenses of sale. I have got some
2NB
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figures bere. The fact is that no government in the world, I think, has
ever sold its securities at an expense of less than 1 per cent, until in

this country, and we have done it by adopting the popular system.
The French, you know, paid a great deal in various ways to the Bank
of France, and England has always paid high rates, as has also Ger-

many, but in our country but J of 1 per cent, is allowed. During
thewar the allowance on all the loans was 1 per cent. The funding
act reduced it to of 1 per cent., and very properly, because that was a

refunding operation, and not an original borrowing. Here is a table

showing the expenses and the nature of the expenses of disposing of

the 4 per cent, loan, with the commissions to the syndicate. The
amount paid to the syndicate was $386,000. That was in 1877 and the
first of 1878. The commissions, however, paid under circulars to every
public subscription amount to $1,563,000. Anybody could come in.

For the extra force employed there was paid $190,000 ;
extra compen-

sation paid under the act of Congress for clerks who had to work night
and day, $10,000; engraving plates, printing, &c., $308,000; transpor-
tation, $163,000 ;

incidental expenses, $23,000. The total amount was
$2,645,000. The amount allowed by the House would allow no commis-
sions to banks and bankers. Now, I cannot state too strongly the im-

portance of such commissions. With it we can enlist the active assist-

ance of all these financial agencies. Without it we would have them

against us or indifferent. The small fraction paid them is insignificant

compared to the saving to the government of a prompt and rapid sale

of these bonds. This saving is over $1,125,000 a month. No one fa-

miliar with this business can doubt but that the aid of banks and bank-
ers will expedite these sales several mouths. When the sales are under
full operation we can then deny commissions, as I did with the 4 per
cents

;
but at the commencement of the loan we must offer them some

profit or inducement.
Senator KERNAN. That was in disposing of the 4 per cents.

Secretary SHERMAN. In disposing of the 4 per cents. The amount

appropriated was $3,704,000, and we saved $1,058,000, but the whole of

that saving was in the sale of the last $300,000,000, when we paid no
commission at all

;
the sales got to running so very well.

Senator FERRY. Have you a percentage of cost?

Secretary SHERMAN. No ; but I can give it. It was from one-eighth
to one-fourth.

Senator FERRY. There is a prejudice in the public mind in regard to

the syndicates, that they have been very expensive, and it might be
well to have those figures.

Secretary SHERMAN. The syndicate did not get one-seventh of the

entire expense.
Senator WALLACE. The commissions paid to the syndicate amounted

to $386,000.
Secretary SHERMAN. I say to you that you cannot start this loan oa

J of 1 per cent. You have got to follow the usual methods by allowing
some commissions on sales.

Senator YOORHEES. How much is provided by the bill !

Senator ALLISON. The bill provides for J of 1 per cent.

The CHAIRMAN. You paid no commission on the last $300,000,000 ?

Secretary SHERMAN. No; simply because it was selling so fast. Oil

that last loan we gave no commission to anybody. The loan was selling
fast enough without.

Senator KERNAN. Is this commission anything except to make the
discount when they take a certain amount 1
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Secretary SHERMAN. That is all. We say to the world,
" If you come

here and take $10,000 of this loan, we will give you a discount of of 1

per cent. If you take .$1,000,000, we will give you a discount of J of 1

per cent., and so on.

Senator KERNAN. And towards the last they came so freely that they
took them without any discount ?

Secretary SHERMAN. On the two last circulars issued under those

loans we did not give anything at all. Indeed we raised the rates. We
charged them a premium.
The CHAIRMAN. But the average was about three-eighths of one per

cent.

Secretary SHERMAN. Yes
;
but to commence, we must have a half, for

the reason that you cannot purchase paper and make orders for engrav-
ing and printing; for less, but then towards the end we might save.

Senator KERNAN. You would still expect to get through on a quarter
of 1 per cent., but you want to begin on one-half?

Secretary SHERMAN. We got through On between one quarter and

three-eighths. The transportation is a very, large item. This is the
statement :

Statement showing the tspenses of issuing the 4 per cent, consols of 1907.

Commissions paid to the syndicate $386,369 68
Commissions paid under the circulars 1, 563, 523 28
Extra force employed 190,633 82
Extra compensation paid 9, 968 55

Engraving plates and printing bonds and certificates 308, 465 38

Transportation by express, messengers, &c 163, 381 29
Incidental expenses 23,460 60

Total amount expended 2,645,802 60

Total amount of subscriptions to the 4 % consols of 1907, to date 697, 939, 550 00
Amount exchanged for 5-20's and 10-40's 2,895,500 00
Amount of refunding certificates sold 40,012,750 00

Total 740,847,800 00

One-half of one per cent, appropriation on the above amount 3,704,239 00
Amount expended from this fund 2, 645, 802 60

Remaining unexpended 1,058,436 40

TREASURY DEPARTMENT, SECRETARY'S OFFICE, July 1, 1880.

In regard to the fifth section of the bill, Mr. Knox is here and can
give you his ideas. I think that this section will rather defeat the ob-

ject in view. There is an amendment here which is of practical impor-
tance that has already been suggested by Senator Beck. The bill doe&
not provide the mode and manner of calling in the bonds that are issued.
The act of 1870 provides a mode of redeeming the bonds to be issued
under it by paying the last bonds issued first. This bill should contain
some provision such as Senator Beck suggested, providing a way ir>

which they should be paid and the notice that should be given.
Senator BECK. Look at line 29 of section 1, and see if we cannot do it

in a line there by adding
u 30 days" instead of 90 days as now pro-

vided.

Secretary SHERMAN. That only relates to the 5 per cents that we re-

deem, not to the bonds that we are issuing.
Senator BECK. Yes ; it says that they shall be interest-bearing notes

at the rate of 3 per cent. u redeemable at the pleasure of the United

f
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States," &c., aud the " bonds and certificates," tbat is, those to be issued,
" shall be, in all other respects, of like character and subject to the same

provisions as the bonds authorized to-be issued by the act of July 14,

1870, entitled," &c. Then, after line 29 add kt
except that they shall be

paid after notice of 30 days instead of 90 days as hitherto provided."
Secretary SHERMAN. But you must provide also that the last issued

should be paid first, and I think you had better put it in the form of a

separate section, similar to the law of 1870. I suggest the following pro-
vision :

SEC. 5. The payment of any of the bonds or notes hereby authorized

after the expiration of the said terms of one and five years, shall be
made in amounts to be determined from time to time by the Secretary of

the Treasury, at his discretion, the bonds so to be paid to be distin-

guished and described by the dates and numbers, beginning for each
successive payment with the bonds of each class last dated and num-

bered, of the time of which intended payment or redemption the Secre-

tary of the Treasury shall give public notice, and the interest on the

particular bonds so selected at any time to be paid shall cease at the

expiration of one month from the date of such notice.

Senator B^CK. That covers the whole question.
Senator ALLISON. You find the provision about taking the last bond

first to be a good one in practice rather than to select from the whole
number by lot f

Secretary SHERMAN. It holds out a gentle inducement to a man to

come in first.

Senator ALLISON. Do you think that a wise provision ?

Secretary SHERMAN. There is no objection to it. The last man who
takes the bond is the first one to be paid off.

Senator FERRY. Why does it induce another to come in first!

Secretary SHERMAN. Because his bonds will run longer. He will feel

that his securities cannot be called in until all the others are paid oft',

and he will be the more eager to come in to take them. That is the

theory of the law. I remember why that was put in. It was put in to

induce people to take the bonds more promptly.
Senator VOORHEES. Mr. Secretary, I want to get the precise words

that you asked to be inserted in lieu of the term " certificate."

Secretary SHERMAN. **
Treasury notes."

beuator VOORHEES. " United States Treasury notes" f

Secretary SHERMAN. No; simply "Treasury notes."

Senator BECK. Is section 4, as it now reads, satisfactory, and does it

give you the authority you desire ?

Secretary SHERMAN. Yes, sir; I think that is all right.
Senator BECK. That would enable you to take the money out of the

Treasury in surplus, so as to make this an appropriation by law.

Secretary SHERMAN. We can reimburse it by the sale of the bonds.

It will tend to save interest.

Senator FERRY. In that section it is provided that you shall use not

exceeding $50,000,000 of gold and silver coin in the Treasury, and then

in another part of the section that you may at any time apply the sur-

plus money in the Treasury.
Secretary SHERMAN. That is over aud above.

Senator FERRY. It confines you to $50,000,000.

Secretary SHERMAN. I think myself it ought to be confined, because

you would not like to leave the Secretary power to strip the Treasury
bare of money.
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Senator FERRY. But this leaves a discretion at any time to apply the

surplus money.
Secretary SHERMAN! The truth is he has the power now, and has

exercised it for twenty years.
Senator FERRY. Then what is the point of fixing $50,000,000?
Secretary SHERMAN. That is the limit, and I think a very wise limit.

Senator VOORHEES. I do not know that it would affect the operation
of the bill, yet it is an awkward mode of expressing it, it seems to me,
because in the forepart of the section there is a limit, and immediately
afterwards it is followed by no limit.

Senator KERNAN. That is the surplus money. He is to use money
that is held there for another purpose to the amount of $50,000,00!).

Secretary SHERMAN. He can use $50,000,000 of the resumption fund.

Senator FERRY. The bill does not say that.

Senator BECK. I understand that the Constitution provides that you
ean take no money out of the Treasury except by virtue of an appro-

priation made by law.

Secretary SHERMAN. That is true.

Senator BECK. Therefore, this surplus that you have over and above
what is necessary for the sinking fund you cannot use unless there is an

appropriation authorizing you to do it.

Secretary SHERMAN. No, we cannot use it. This fund is specially set

aside by law for the redemption of United States notes, and the Secre-

tary of the Treasury has no more power to diminish that fund than any
other fund.

Senator BECK. Then there is a proviso at the close of section 4:

That the bonds and certificates so purchased or redeemed shall constitute no part
of the sinking fund, but shall be canceled.

That means that you shall not swell up your sinking fund by the use
of this money beyond what is otherwise provided.

Secretary SHERMAN. That is right.
Senator ALLISON. That is, you reimburse this fund to sell these

bonds.

Secretary SHERMAN. In other words, you take that as capital to be-

gin to redeem with.

Senator FERRY. Is not this $50,000,000 applied to the surplus fund
that accumulates in the Treasury!

Secretary SHERMAN. No
;
that is for resumption.

Senator FERRY. But the phraseology does not express it. The lan-

guage is,
" if in his opinion it shall become necessary to use not exceed-

ing $50,000,000 of the standard gold and silver coin in the Treasury."
Secretary SHERMAN. That is set aside as a redemption fund. The

standard gold and silver is part of the resumption fund.
Senator FERRY. Do you make discrimination between the moneys of

the Treasury
J

? m* *

Secretary SHERMAN. We do not. The fact is that the gold and sil-

ver are kept there for the purpose of redeeming the legal-tender notes

upon presentation, as required by law.
"

Here is a statement showing
that the surplus revenues of the government from 1860 to 1880 have
varied very much :
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Statement showing the net receipts, net expenditures, and surplus revenues of the government
for each fiscal year from 1866 to 1880 inclusive.

Year ending June 30 Net receipts. Xet payments. Surplus.

1966 .
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WEDNESDAY, January 26, 1881.

The committee met pursuant to adjournment, there being present,
oesides members of the committee, JOHN JAY KNOX, Comptroller of the

Currency.
The CHAIRMAN. I invite your attention, Mr. Knox, to the bill (EL K.

4592) to facilitate the refunding of the national debt. For my own
part I should be very glad to hear you on the subject of the rate of the

bonds both as to time and interest, and then as to the question of the

cost of refunding, and as to the provision in regard to the banks.
Mr. KNOX. Mr. Chairman, if you will excuse me, I prefer, as I was

summoned on section 5, to begin my observations with that, and I sug-

gest that it would be well to read that and also the two sections which
it is proposed to repeal.
The CHAIRMAN. You are speaking now of the act of June 20, 1874,

section 4.

Mr. KNOX. Yes, sir. Shall I read the section ?

The CHAIRMAN. Head what portions of it you think apply to your
present reasoning. Section 5 of the bill is the one now under considera-

tion by you.
Mr. KNOX. I propose to speak first of the last part of section 5.

The CHAIRMAN. The 5th section of this bill is

SEC. 5. From and after tlie first day of May, eighteen hundred and eighty-one, the
three per centum bonds authorized by the first section of this act shall be the only
bonds receivable as security for national-bank circulation, or as security for the safe-

keeping and prompt payment of the public money deposited with such banks
;
but

when any such bonds deposited for the purposes aforesaid shall be designated for

purchase or redemption by the Secretary of the Treasury, the banking association

depositing the same shall have the right to substitute other issues of the bonds of
the United States in lieu thereof: Provided, That no bond upon which interest haa
ceased shall be accepted or shall be continued on deposit as security for circula-

tion or for the safe-keeping of the public money; and in case bonds so deposited
shall not be withdrawn, as provided by law, within thirty days after interest has
ceased thereon, the banking association depositing the same shall be subject to the
liabilities and proceedings on the part of the Comptroller provided for in section fifty-
two hundred and thirty-four of the Revised Statutes of the United States : Andprovided
further, That section four of the act of June twentieth, eighteen hundred and seventy-
four, entitled "An act fixing the amount of United States notes, providing for a redis-

tribution of the national-bank currency, and for other purposes," be, and the same is

hereby, repealed; and sections fifty-one hundred and fifty-nine and fifty-one hundred
and sixty of the Revised Statutes of the United States be^ and the same are hereby re-

enacted."

Mr. KNOX. Section 4 of the at of June 20, 1874, which it is proposed
to repeal, is

SEC. 4. That any association organized under this act, or any of the acts of which
this is an amendment, desiring to withdraw its circulating notes, in whole or in part,
may, upon the deposit of lawful money with the Treasurer of the United States in
sums of not less than nine thousand dollars, take up the bonds which said association
has on deposit with the Treasurer for the security of such circulating notes

;
which

bonds shall be assigned to the bank in the manner specified in the nineteenth section
of the national-bank act; and the outstanding notes of said association, to an amount
equal to the legal-tender notes deposited, shall be redeemed at the Treasury of the
United States, and destroyed as now provided by law : Provided, That the amount of
the bonds on deposit for circulation shall not be reduced below fifty thousand dollars.

Senator ALLISON. iSTow please read the sections to be revived.
Mr. KNOX. Section 5159 of the Bevised Statutes is as follows :

SEC. 5159. Every association, after having complied with the provisions of this

Title, preliminary to the commencement of the banking business, and before it shall
be authorized to' commence banking business under this Title, shall transfer and de-
liver to the Treasurer of the United States any United States registered bonds, bearing
interest, to an amount not less than thirty thousand dollars and not less than one-
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third of the capital stock paid iD. Such bonds shall be received by the Treasurer

upon deposit, and shall be by him safely kept in his office, until they shall be other-
wise disposed of, in pursuance of the provisions of this Title.

Section 5160 reads :

SEC. 5160. The deposit of bonds made by each association shall be increased as its

capital may be made up or increased, so that every association shall at all times have
on deposit'with the Treasurer registered United States bonds to the amount of at least
one-third of its capital stock actually paid in. And any association that may desire
to reduce its capital or to close up its business and dissolve its organization, may take

up its bonds upon returning to the Comptroller its circulating notes in the proportion
hereinafter required, or may take up any excess of bonds beyond one-third of its capi-
tal stock, and upon which no circulating notes have been delivered.

Senator ALLISON. Those sections are proposed to be re enacted.
Senator FERRY. Before you go on, Mr. Knox, let me ask you if the

provision as to "one-third of the capital stock" is not in conflict with
the requirement that $50,000 is the minimum that banks can deposit be-

fore organizing?
Senator BECK. The National Bank of Missouri failed for two and a

half millions, and only had $50,000 of bonds on deposit, I believe, when
it ought to have had over $800,000.

Mr. KNOX. If the committee please, I will first refer to the act of June

20, 1874, and the retirement and issue of circulating notes, in a very brief

manner.

Early in the year 1874 two bills were introduced in Congress, one in

the House on January 27, 1874, which passed on June 20 of the same
year, and the other in the Senate on March 23, 1874. This last bill was
a substitute for a bill previously introduced and passed by both Houses,
but was vetoed by the President and failed to become a law. These bills

^at the outset contained similar provisions, and both received the atten-

tion of the country and elicited exhaustive discussion in both houses.

One principal object of each was to bring about an equalization of the

currency. It was said that the Xew England States had an excess of

$70,000,000 of national bank notes, and that the Eastern and Middle
States together had three fourths of all the circulation of the national

banks
;
that Massachusetts had $38,000,000 in excess of its true pro-

portions; that Rhode Island had $10,000,000 in excess; Connecticut,

$11,000,000; :New York, $2,500,000; Pennsylvania, $3,500,000; that

Virginia was deficient, $4,000,000; Georgia, $4,500,000; Missouri,

$9,000,000; and that the whole South taken together was deficient

$51,000,000. It was said that while the average ratio per capita was

$9.18, Rhode Island had $61 per capita; Massachusetts had $41; and

Connecticut, $33; while 14 other States combined had but $5.78. The
Eastern States, it was claimed, had $31.68 per capita ;

the Middle States,

$12.82; the Southern States, $2.91; the Western States, $7,09; and the

Pacific States but $1.82. We did not at that time take sufficiently into

consideration the fact, which has since become apparent, that bills of ex-

change, checks, deposits, the clearing house, the telegraph, and the cable,
have diminished the necessity for an equal distribution of circulating
notes throughout the country; that the transactions of the clearing-
house are a better test of the volume of business of any section of the

country than is the amount of paper money which it contains
;
and that

the mere issue of circulating notes cannot of itself convert poverty into

plenty.
Reference is made to these bills for the purpose of reminding the

committee of the prolonged consideration which was given to section 4

of the act of June 20, 1874, which it is now proposed to repeal. The
Senate bill, known as the resumption act, was introduced on December
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21, 1874, and became a law on January 14, 1875, about seveu months
after the act of June 20, 1874. The last named act

1st. Keduces the reserve of the national banks by repealing the sec-

tion requiring a reserve to be kept on circulation.

2d. It requires national-banks notes to be redeemed at the Treasury
in Washington, at the expense of the bank.

3d. It provides for the withdrawal of bonds, and the reduction of

national-bank circulation at the pleasure of the banks, upon their de-

positing the required amount of lawful money.
4th. It fixed the maximum amount of legal tender notes at $382,000,000.
5th. It provided for the redistribution of national bank notes author-

ized by the act of July 12, 1880, by the withdrawal of $55,000,000 of such
notes from the States havingan excess of their proportion, and its issue

to those States having less than their proportion, under an apportionment
made on the basis of population and wealth, as shown by the returns of
the census of 1870.

This act gave the banks such facilities for reducing their capital and
retiring their circulating notes that it was soon found that there was
no necessity for withdrawing circulation from one portion of the country
in order to supply the demands of other portions.

Section 4 of the act, which it is now proposed to repeal, provides that

any bank may reduce its circulation by depositing legal tender notes.

During the first year and a half after its passage to November 1, 1875,
$15,000,000 of additional circulation was issued, and $20,000,000 retired

and destroyed without reissue, and from that date to the present time
a greater amount of circulation has been retired under the operation of
the act than has been issued

;
so that the amount originally authorized,

$354,000,000, not including the issues of the national gold banks (which
is now only $1,135,200), has never been called for, and the amount now
outstanding is more than $10,000,000 less than $354,000,000.
This table shows the amount of national-bank currency issued and

retired since the passage of the act of June 20, 1874, to January 1, 1881:

Retired.
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It is not uncommon for a national bank with small capital to impair
that capital to some extent through injudicious loans. The amount of
this impairment, if small, can ordinarily be restored by reducing the
circulation of the bank and disposing of its bonds, thus utilizing the

premium.
The act worked so well that about six months thereafter the resump-

tion act was passed, which authorized free banking. These two acts

perfected the legislation in reference to the issue and retirement of bank
notes. I mean by this that under the operation of these laws the banks

could, all of them, not only reduce their capital at pleasure, but could
also reduce and increase their circulation whenever the business of the

country seemed to them to make that course desirable. Everybody was
satisfied. The banks in the East and the West, the North and the

South, could have all the circulation they wished by simply asking for

it and conforming to the laws, and the banks having more than was
profitable to them could as readily retire it.

The banks promptly deposited the $16,000,000 of lawful money re-

quired by the act, and nearly that amount has been continually in the

possession of the Treasury. They at first objected to the expense ot

redemption, which was onerous, but now all have become accustomed
to this restriction. The banks pay the expenses of a large force ot

employes in the ^Redemption Division of the Treasurers Office, and the
cost of transportation of their notes. In 1876 this expense amounted
to the large sum of $365,193.31; in 1877 to $357,066.10; in 1878 to

$317,942.48 ;
and in 1879 to $240,949.95.* During the past year the

expenses have been less, and the amount redeemed also much less.

The average expense has been about one-ninth of one per cent, upon
the circulation, taking these years all together. During the last year it

has been considerably less, for the reason that the people of the country
prefer paper money to gold coin.

The chief return received by the banks for this large assessment is

the right to retire their circulation and take up their bonds, and the cor-

responding right to redeposit and receive additional circulation when-
CArer they may desire to do so.

Section 5 of the "funding act of 1881" deranges the whole machinery
of free banking. It not only prevents the banks from increasing and

reducing their circulation at pleasure, but provides in effect, by the re-en-

actment of sections 5159 and 5160 of the Eevised Statutes, for a perma-
nent deposit of bonds, amounting to one-third of the capital of each bank.
It also virtually provides that if a bank has too much circulation it shall

keep it
;

if it has too little it shall not increase it unless it shall deposit

bonds, which are almost certain to be worth less than par. It subjects
the banks to an almost certain loss, and requires them to continue to

submit to the loss when they might at times retrieve or diminish it by
depositing lawful money in the Treasury and again coming into posses-
sion of their own bonds if the market price should be sufficient to justify
a sale.

I have tables here, taken from my last annual report, and they are im-

portant for a proper understanding of this subject.
On November 1, 1880, according to the most reliable estimates, we

had $454,012,030 of gold coin in the country. We also had $690,515,123
of paper money in circulation, consisting of national-bank notes $343,-

834,107, and of greenbacks $346,681,016. At that time $200,000,000
* Finance Report for 1S79, pp. 353-4.
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of this $454,000,000 of gold was outside of the banks and the Treasury
I include in this statement savings banks. State banks, trust companies,
and everything but private bankers.

Senator FERRY. Outside of all these ?

Mr. KNOX. What I mean is that there was $1*00,000,000 of this f>454,-

000,000 in the hands of the people, and $254,000,000 in the hands of the
banks and the government. When I say outside of the banks and the

Treasury, I mean it was either in circulation or hoarded.
Senator BECK. Do you mean exclusive of private bankers ?

Mr. KNOX. No ;
I do not include private bankers, because I have no

means of getting at the facts as to them.
Senator BECK. Do you include only national banks ?

Mr. KNOX. National banks, State" banks, savings banks, and trust

companies. That is the fact about gold. W~e had $690,000,000 of paper
money in the country, and of that amount $534,000,000 outside of the

Treasury and the banks, which fact shows the preference of the people
of this country for paper money over coin, and also illustrates the point
that I have made as to the difficulty which the banks would experience
in procuring their own notes for return to the Treasury, for the purpose
of taking up their bonds. A few years ago nearly all the money that
the banks held was paper money, for at times all the national banks in

the country combined did not have over $9,000,000 in gold coin. Their
reserves were then larger than they now are

j
the law required them to

be larger ;
and nearly all those reserves were in paper money, and largely

composed of bank notes
;
so that it was comparatively easy at that time

to return their own notes. It was really difficult then, but it was com-
paratively easy in comparison with the present time.

This table shows the amount of coin and currency in the country on
January 1 and November 1, 1879, and on November 1 of the present
year ;

the amounts of silver and gold coin, which include the bullion in

the Treasury, being the estimates of the Director of the Mint :
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Mr. KNOX. Yes.
Senator WALLACE. The old tendency to hoard among the rural popu-

lation has returned ?

Mr. KNOX. I think so.

Senator MORRILL. Do many of the banks hold less than one-third of

their stock in bonds now ?

Mr. KNOX. I have a table on this subject, which I prepared immedi-

ately after the passage of this bill. I have a list which gives by States

and principal cities the banks which hold less than one third of their

capital stock in bonds deposited as security for circulation. Under the

operation of this bill, if it should become a law, these banks would be

required immediately to put in this additional amount of bonds. The
banks in the city of New York, as you probably know, do not, as a rule,
care much whether they have circulation or not

5
and in point of fact

there are three banks in that city that have never taken out a dollar of

circulation, and a fourth one which some time ago surrendered what
circulation it then had. At the time of their organization, however, the
three banks first named deposited six per cent, bonds to the amount of

one-third their capital, as the law required, but they did not ask for any
circulation. I believe all of them have since then reduced their bonds
on deposit to $50,000. One of them is the Chemical, another is the

Fulton, and the third is the City National Bank. The bank which has
retired its circulation is the Union National.

This is the table to which I have just referred:

National banks, by States and principal cities, ivhich have less than one-third of their capital
in bonds deposited as security for circulation.

State.
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National banks, by States and principal cities, $. Continued.

State.

3 banks in the Suit*

Amount of
Amount of Amount of

'

I bonds required
capital. bonds. ! to equal one-

third of capital.

State

Chicago
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able. It does not matter much either way whether it be $50,000 deposit
as the minimum, or one-third of the capital ?

Mr. KNOX. Suppose the case of a bank with $300,000 capital. This
bill requires them to keep $100,000 of bonds on deposit. If the bonds
were at par in the market there would in this case be a margin of 10 per
oent., $10,000 in all, but only $5,000 in excess of the present law.

Senator FERRY. Under the present law they might still keep up
their organization with but $50,000, so that $100,000 would be double

security to the people.
Mr. KNOX. At present there would be an excess of $5,000 over the cir-

culation secured, while under the proposed bill there would be an excess
of $10,000.

Senator BECK. I want to read you part of a communication I hold in

my hand in this very connection, and ask you about it. This is a com-
munication favoring a return to the old law of 1864, the section that the
House has inserted, and it makes this statement :

It is a provision in the interest of stockholders of national banks, who will, if it is

re-enacted, upon failure of their bank, find assets to the extent of at least one-third of
its capital, which will reduce their individual liability to assessment to that extent.
For instance, the National Bank ofthe State of Missouri failed in 1877; nominal capital,
$2,500,000 ;

all there was left, however, at date of failure was $50,000 in bonds on de-

posit in the office. Had the provision in question been in force, there would have been
over $800,000 here.

Why ought not the bank, for the benefit of its stockholders and every-
body else, to comply with the law as to one-third, and keep it there "I

That is what I want you to explain. This is the statement of the Treas-
urer of the United 'States, who insists on the re-enactment of this law for
the security of the people.
Mr. KNOX. The directors of a bank are the agents of the shareholders,

and are elected by them to manage the affairs of the bank. If the share-
holders of the National Bank of the State of Missouri had been suffi-

ciently careful in the selection of the directors of the bank, its failure
would not have occurred, whether it had a large or a small amount of
bonds on deposit.

Senator BECK. Then it is your idea that the Government of the United
States has no sort of interest in protecting bank depositors, stockhold-

ers, or anybody else, except to enable the bank to make all the money
it likes.

Mr. KNOX. I do not say that.

Senator BECK. Tell us what you do say.
Mr. KNOX. I said that the stockholders themselves should elect proper

officers and directors of the bank to manage their business. The Na-
tional Bank of the State of Missouri had the largest capital of any bank
outside of the city of New York. The national-bank act does not pro-
pose to protect shareholders of banks. It simply provides security for

circulation, and by its reserves provides for a correct system of bank-
ing, which is incidentally a protection to its creditors. If the National
Bank of the State of Missouri had invested one-third of its capital,
$800,000, in bonds, the margin upon the bonds, after providing for the

circulating notes issued, would have been $80,000, which is but 4J per
cent, upon the amount of claims proved, and but 3 per cent, upon the
eapital ;

so that it is plain that this feature of the law would afford but
yery slight benefit either to the creditors or the stockholders. The cap-
ital stock of that bank was impaired, and the $80,000 margin might
have been of great service in saving the bank, but under the proposed
amendment it could not possibly have availed itself of this margin.
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About one-half of the banks have a capital of $150,000 or less. The
margin on bonds equal to one-third of the capital of such bank would
be but $5,000. The banks in the aggregate have always held more than
one-third of their capital in United States bonds, and there are but few
banks which hold less.

Thus the fifth section of the new law will not affect one-half of the
banks. As I have already said, the new law will increase the amount
of bonds required to be held by a bank having a capital of $300,000 by
$50,000. Many of the large banks do not desire circulation, and can-

not afford to lock up their capital in the Treasury when it will bear in-

terest at so low a rate as 3J or 4 per cent.

Senator BECK. Do you regard, therefore, the condition in which the
National Bank of the State of Missouri was found at the time of its

failure, with only $50,000 in bonds on deposit here, when one-third would
have been over $800,000, as a provision of law that we ought to main-
tain instead of going back to the system that required them to hold one-

third of their capital in bonds ?

Mr. KNOX. Well, in the case of the National Bank of the State of

Missouri we shall pay fully the depositors of the bank. Ninety-five

per cent, has been paid already.
Senator BECK. I am speaking of the system that permits that to be

done.
Mr. KNOX. I think the system of depositing bonds was intended ex-

clusively for the security of the circulating notes.

Senator BECK. I thought the bonds of the United States were held
for all the notes in circulation, leaving 10 per cent, margin.
The CHAIRMAN. The notes of that bank were fully protected, of

course ?

Mr. KNOX. Certainly that was the theory of the law, that the bonds
were deposited as security for the circulation.

Senator BECK. The banks in the big cities have to hold 25 per cent
and in others 15 per cent, of their capital, also to give security.

Senator FERRY. The question comes here, Mr. Beck, whether you
can require of national banks any more deposited than what the gov-
ernment issues in circulation 90 per cent, upon the 100 whether the

government can require additional security for the capital or the de-

posits rather than simply for the circulation, which is now the case.

That is the whole question involved.

The CHAIRMAN. There are two things the government does. It re-

quires not simply the deposit of bonds to protect the circulating notes,
but the furnishing of a reserve also, which varies from 15 to 25 per cent.

Beyond that there is no compulsory security of the bank against the

improvidence of the stockholders.

Senator ALLISON. Except the double liability of the stockholders

themselves.
The CHAIRMAN. Of course, that is fixed in the law

;
but the govern-

ment does tfot interfere with the improvidence of banking business by
a board of directors, who are chosen themselves by the voluntary action

of the stockholders.
Senator MORRILL. I ask the Comptroller how many bonds do the

banks hold bearing interest above 4 per cent, f

Mr. KNOX. About 50 millions of 6~'s of 1880 and 1881, and of funded
5's of 1881, 160 millions

; $530,000 of the 6's are now due, and there are

$49,357,850 of the 6's which mature June 30, 1881. There are also

$160,142,850 of the 5 per cent, bonds that mature May 1, 1881.
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Senator MORRILL. Making about $210,000,000?
Mr. KNOX. Yes, sir. Now, as to the other classes of bonds, we have

of the 4>s $109,039,300 5
of the 4J's, $36,460,550 ;

and of the Pacifies,

$3,916,000, making, as you see, in the aggregate, about $150,000,000,
which is one-third of the capital of the banks. So that, taking the banks

,

to-day, in the aggregate, they hold one-third of their capital in bonds,
outside of those bonds which have matured.
This table exhibits the classes and amounts of United States bonds

held on this day to secure the redemption of the circulating notes of na-

tional banks :

10-40s 5%, act March 3, 1864 $445,700
Sixes of '806%, act February 8, 1861 530,000
Sixes of '816%", redeemable June 30, 1881 49,357,850
Funded 81s 5%, redeemable May 1, 1881 160,142,850
Pacific Railroad 6% 3,916,000
Funded '91s 4i% 36,460,550
Funded 1907s 4% 109,039,300

Total $359,892,250

Senator MORRILL. Can you tell what the profit is to the banks, now,
on their circulation, and what it would be on 3 per cent, and 3J per cent,

bonds ?

On 4 per cent, bonds, at 12 per cent, premium, where interest is 5 per
cent., the profit would be 1.69 per cent.

;
where interest is 6 per cent.,

it would be about 1.42
;
with interest at 7 per cent., 1.16

;
with interest

at 8 per cent., .89
;
where interest is 9 per cent., .63; where interest is

10 per cent., .36, and where interest is 11 per cent., .10.

On 3J per cent, bonds at par, the profit, where interest is 5 per cent.,
would be 1.79; where interst is 6 per cent., 1.64; where interest is 7 per

cent., 1.49
;
where interest is 8 per cent., 1.35

;
where interest is 9 per

cent., 1.21; where interest is 10 per cent., 1.06; where interest is 11 per
cent., .91.

On 3 per cent, bonds at par, the profit would be, where interest is 5

per cent., 1.29
;
where interest is 6 per cent., 1.14

;
where interest is 7

per cent., 1
;
where interest is 8 per cent., .85

;
where interest is 9 per cent.,

.71; where interest is 10 per cent., .56; where interest is 11 per cent., .41.

This table gives the information :

Profits on circulation on deposit of bonds bearing interest at 4 per cent., 3$ per cent., and 3

per cent., the circulation received being equal to 90 per cent, of the par value of bonds
,

when the rates for bank loans are as specified.
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Here is the rate on the 25th of January, instant, taken from the New
York Daily Bulletin :

CURRENCY PAPER.
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received
;
and does not the whole put together make them a larger profit

when interest is higher ?

Mr. KNOX. We were talking about the profits of circulation alone.

Senator BECK. But the whole business makes them money.
Mr. Kxox. Here is oar system of calculating the profits of circulation :

One hundred thousand dollars in United States 4 per cent, bonds will

cost a bank, at current rates, at least $112,000. On these bonds, when
deposited in the Treasury, the bank receives $90,000 in circulation.

The amount which is available to be loaned is reduced from $1)0,000 to

$73,500, first by the payment of the premium of $12,000 on the bonds

purchased, and, second, by the 5 per cent, reserve required, viz, $4,500.
The bank receives 4 per cent, per annum on its bonds, or $4,000. If it

lends its loanable circulation at 6 per cent., it receives $4,410 more. In

all, it receives $8,410. From this sum must be deducted the 1 per cent.

tax on circulation, amounting to $900, leaving $7,510 of profit to the
bank. If the bank's capital of $100,000 had been loaned directly at 6

per cent,, it would have realized $6,000, so that the profit from $90,000
of circulation, upon a deposit of United States 4 per cent, bonds at 112,
and, when the rate of interest for bank loans is 6 per cent., is $1,510, or
about 1J per cent, on the sum invested. This amount should be reduced
still further by the expense of redeeming the circulation. This expense
the Treasurer of the United States, in his last report, estimates to have
been $37.69 in 1880 for banks with a circulation of $90,000. This
amount is too small, as a computation based on the cost of redemptions
during the past five years shows. During this period of five years the

average cost of the total redemptions of national-bank notes has been

$284,975.54, while the average outstanding circulation, including the
notes of banks insolvent and in liquidation, and excluding those of gold
banks, has been $328,459,161. The percentage has therefore been about
nine one-hundredths of 1 per cent., or $81 per year for a bank with

$90,000 circulation.

As seen above, the profits on circulation of a bank of this class are

$1,510, not deducting the expense of redemptions. Deducting this ex-

pense, the profits are $1,429.
The above computation is concisely stated as follows:

Interest on $100, 000 U. S. 4 per cent, bonds .$4,000
Circulation issued on above $90, 000
Deduct premium $12, 000
Deduct reserve 4, 500

16,500

Leaving loanable circulation.. 73,500, 6 per cent, interest on which is.. 4,410

T*>tal interest received 8,410
Deduct 1 per cent, tax $900
Deduct cost of redemptions 81

981

Leaving as net receipts 7, 429
$100, 000 capital loaned direct at 6 per cent 6, 000

Difference in favor of circulation 1, 429

Senator MORRILL. Mr. Knox, would you recommend the striking out
of this whole fifth section, or only an amendment to it ?

Mr. KNOX. I have here a statement prepared by Mr. Elliott. There
was one somewhat like it submitted by the Secretary, I believe, show-
ing what the value of 3 per cent, bonds would be in proportion to the
4 per cents at 112.
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" A United States four per cent, bond, redeemable July 1, 1907, and
considered as then payable at 112.85, the net price, or price not includ-

ing the interest accrued since the last date of payment, on January 25
of the current year, realizes to the investor interest at the rate of 3.27

per cent, per annum.
" In order to realize the same rate of interest (3.27) to the investor,

a three per cent, bond to run 5, 10, 30, and 50 years, respectively, to pay-
ment, must sell at 98.8, 97.7, 94.9, and 93.4, respectively.

" If a three per cent, bond sells at par, net price, a four per dent. 26-
year bond, to realize the same rate of interest, should sell at 118.2 net

price, or price not including accrued interest."

That is the calculation of Mr. Elliott, of the Treasury Department. I

asked him to give me the figures.
I have a table of the amount of circulation outstanding, which is in-

teresting in this connection, as showing what amount has been called for

by the banks, and the amount not called for; by which it appears that
there is about $70,000,000 of circulation to which the national banks now
in existence are entitled, and might take if they would ask for it.

Senator ALLISON. That is, they have the bonds on deposit for it.

Mr. KNOX. No
; they have not the bonds on deposit, but they have

sufficient capital to entitle them to it.

Senator ALLISON. But they do not put in the bonds and take the cir-

culation ?

Mr. KNOX. No, sir
; they do not put in the bonds, at present prices.

Senator ALLISON. Why not?
Mr. KNOX. Because in the West it is not profitable. I will submit

the table now :

Geographical d ivisions.
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If it lias $2,000,000 of capital, it can receive but 75 per cent.
;

if its

capital is $3,000,000, or over, it receives only 60 per cent. That law
was the act of March 3, 1865, when we did not have circulation enough
to supply all the banks, the total amount being limited to $300,000,000.
Up to March 3, 1865, every bank was entitled to receive circulation

equal to the amount of its capital. There is another reason why I would
like the amendment suggested. The original section of the Revised
Statutes is somewhat obscure, and an amendment like this, for instance,
would make it plain :

And any bank depositing bonds shall be entitled to receive circulation to the
amount of its capital, at the rate of 90 per cent, upon such bonds.

Senator FERRY. So as to make no discrimination and no limitation.
That, you say, was the law prior to 1865 I

Mr. KNOX. That was the law prior to 1865. We have a bank at
Saint Paul and one at Cincinnati, and banks in other localities, organized
within a few years, and each having a capital of a million dollars, and
neither of them can have now more than $500,000 circulation. That,
however, is on account of another section of the Eevised Statutes, sec-

tion 51 76, which provides that no bank organized subsequent to July
12, 1870, shall have a circulation in excess of $500,000.

Senator FERRY. What is the object in scaling the privilege in any
respect ?

Mr. KNOX. There is no reason now. The only reason then was that
there was not sufficient circulation, as I have before stated.
Senator FERRY. Now that it is free to all, there is no object in it

;

there is no greater security to the people ?

Mr. KNOX. None.
Senator BKCK. How much circulation did we have in paper on the

1st day of July, 1874, and how much did we have on the 1st day of July,
1880 J

?

Mr. KNOX. I shall have to give it to you for January, 1874. Legal-
tender notes, $378,400,000, and bank notes $350,800,000.

Senator BECK. My memorandum is that on the 1st of July, 1874, we
had a total of $781,000,000, and on the 1st day of July, 1880, 8735,000,000,
being, in round numbers, $45,000,000 less now than we had then.

Senator FERRY. And what is it to-day 1

Mr. KNOX. On November 1, 1880, we had of legal tenders $346,000,000,
and of bank notes $343,000,000.
Senator BECK. What I wanted to get at was this : My table shows

that we had $45,000,000 more of paper circulation on the 1st of July,
1874, than we had on the 1st of July, 1880, notwithstanding all the

growth of the country and the increase of business. I do not see how
we are in any better position to remove the limitation of circulation of
the large banks now than we were then.
The CHAIRMAN. You do not say anything of coin.

Senator BECK. No, sir.

Senator ALLISON. But you include in your total, Mr. Beck, $45,000,000
of fractional currency.

Senator BECK. I suppose it is included in both statements.
Senator ALLISON. No; the Comptroller is not including it in his state-

ment.
Senator BECK. These two are as to July 1, 1874, and July 1, 1880.
Senator ALLISON. But that $45,000,000 of fractional currency has

been replaced by silver.

Mr. KNOX. Exclusive of fractional currency we had about $690,000,000
of paper money, and we had on the 1st of January, 1874, $729,000,000.
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Senator BECK. Then how is it we are so much more able now to issue
more paper? You say they were limited because of the want of paper
money, and you can now give thorn all they want, because we have an
abundance, when we have less now than we had then, according to that

showing.
Senator FERRY. Does not that grow out of the existing taxation, and

the lack of profit to the banks, really persuading them to retire their

currency and take up their bonds?
Mr. KNOX. The profit on circulation has been growing less. Since

that day we have retired legal-tender notes, so as to reduce the amount
from $378,000,000 to $346,000,000.

Senator BECK. You have to keep $346,000,000 out; that is the volume
of legal tenders.

Mr. KNOX. But that is a reduction since 1874.

Senator ALLISCN. There has been a diminution of greenbacks, and the
fractional currency has been retired

;
that accounts for the difference.

Mr. KNOX. Yes, sir.

Senator KERNAN. I do not think the fractional currency is included
in the tables of Mr. Beck.

Senator ALLISON. Yes ; here [exhibiting] is the table from which he
takes it, showing that $48,000,000 of the amount he states was fractional

currency in 1874.

Mr. KNOX. In my last report, on page 51, I give the items separately.
Here is the table exhibiting the amount and kinds of outstanding

paper currency of the United States and of the national banks, on Au-
gust 31, 1865, when the public debt reached its maximum, and annually
thereafter at the dates named, with the currency price of gold and the

gold price of currency at the same dates :
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Mr. KNOX. Yes. sir.

Senator FERBY. That includes coin and currency!
Mr. KNOX. Y<-<.

Senator ALLISON. You do not include in the $690,000,000 of paper the

silvor certificate

Mr. KNOX. Not at all.

Senator ALLISON. There is a circulation now of several millions of

silver certificates, which are paper money.
Mr. KNOX. Eighteen and a half millions were in circulation on No-

vember 1, 1880.

Senator KERNAN. But you include the silver on which they are based ?

Mr. KNOX. Yes
;
the silver coin is included There are eighteen or

twenty million of silver certificates in circulation now, that I have not
included.

Senator ALLISON. They are paper ?

Mi. KNOX. Yes.
Senator WALLACE. But the silver they represent is not included in

the aggregate of circulation ?

Mr. KNOX, Yes; but not the certificates.

Senator FERRY. Those freely circulate !

Mr. KNOX. They circulate in this city freely.
Senator FERRY. Do they elsewhere?
Mr. KNOX. Not generally.
Senator WALLACE. What is the practical effect of the 5th .section,

as it stands, on the circulation of the national banks !

Mr. KNOX. The object of the act, as I suppose, is to make a market
for the bonds therein provided for. I have not yet been able to prepare
a list of the bonds held by each bank separately, but that is now being
done, and I shall be able to send it to the committee probably within two
or thre-e days. I purpose to ascertain what banks hold the five and six

per cents, and whether such banks would still hold one-third of their

capital in bonds supposing they should retire these five and six per
B, in conformity with the proposed law. We have seen, from a table

which I handed in, that the banks, collectively, are now holding more
than one-third of their capital in bonds, but that fifty-four banks are
each holding l-. the deficiency being a little less than $0,000,000. If

this section .shall be adopted, these fifty-four banks would then be

obliged to do one of two things either to reduce their capital or to pur-
chase more bonds. The banks can now readily reduce their capital, in

anticipation of the adoption of this section; but should they riot do this,
then the passage of the bill would make a market for $9,000.000 of bonds,
and *'.u lOO.OOO only. I now estimate the amount which the banks would
be obliged to buy, after the o's and G's which they hold are paid off, at

<>o,000, in order to conform to the law as to one-third of the capital.
Senator KERNAN. So that in no event would there be a market for

more than $60,000,000 for the banks !

Mr. KNOX. As I said before, the banks now hold nearly one-third of
their capital in 4's and 4J's. You will find here and there an instance
of a bank that is a little below, arid another that is a little above; but
in those that are below I think the aggregate deficiency will not be much
over 800,000,000.
The CHAIRMAN. Then you say a compulsory market under that sec- *

tion would not be found for more than how many boij<

Mr. KNOX. It would not probably oblige the banks to buy much over

$60,000.000 ; but, then, it seems to me that legislation of that kind hae
the appearance of forcing the banks to buy_bonds ; any one who is
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urged to do a thing against his judgment hesitates, and perhaps de-

clines altogether.
The CHAIRMAN. May I ask you what do you suppose is the amount

of bonds of the United States which the banks are obliged to deposit
for safe keeping as collateral security for the public deposits with them ?

Mr. KNOX. I have that information.

Senator BECK. The law now allows them to deposit other things as
well as bonds, for the safe-keeping of the public money ;

and this would
open a market to the extent that it made these bonds the exclusive de-

posit.
The CHAIRMAN. What is the amount they are required to deposit?
Senator BECK. They can give a mortgage on property.
Mr. KNOX. I think there are a few banks on the frontier that do not

furnish government bonds exclusively as security for deposits; but those
are exceptional cases. Such banks have, perhaps, in addition to their

bonds, put in some other personal security. I am not certain that there
is any such case at present, but there were instances of that kind in the

beginning of the system. I think there was one case in Montana, some
years ago, where an additional bond was offered as such security by a
national bank, and it was taken in addition to the government bonds.
It is the intention of the government always to have an amount of se-

curity in excess of the government deposits. I think the amount of
bonds now held by the Treasurer would cover the deposits.

Senator BECK. But the law allows other securities !

Mr. KNOX. The law does not strictly require that they shall be gov-
ernment bonds.

Senator BECK. Now give us the amount, please, as the chairman
asked you.

Mr. KNOX. It was $14,800,000 on the 1st day of October last.

The CHAIRMAN. That was collateral security given to the government
when the government makes deposits with the banks. Is that it !

Mr. KNOX. Yes, sir.

Senator BECK. The First National Bank of New York, a year ago,
is reported to have had $128,000,000 of government money lying in its

vaults. It must have been much larger than that.

Mr. KNOX. It was large at that time.

Senator ALLISON. That was during the process of refunding.
The CHAIRMAN. To enlighten myself, may I ask you this question :

I have heard it stated that as much as $250,000,000 would be deposited
with the banks at times, and that there would be requisite under this

act an equal amount of three per cent, bonds, if the banks desired to

receive the deposits ;
in other words, there would be a market created

for $250,000,000 of the three per cent, bonds, to be employed by the
banks as their special security for government deposits. What is your
criticism on that statement !

Mr. KNOX. I do not know of any such transaction as that. I have

personally nothing to do with the matter of receiving bonds as security
for government deposits, nor have I anything to do with government
deposits at all.

The CHAIRMAN. What officer of the Treasury could answer !

Mr. KNOX. Mr. Upton, the assistant secretary, can give you the facts

about it. You will find that on April 4, 1879, the banks had on deposit
in the Treasury 309 millions of United States bonds as security for gov-
ernment deposits, and that on June 14 following they held 257 millions.

That was in the midst of the refunding operations, and by reference to

page 150 of niy last report you will find the amount was reduced to 18
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millions on October 2 of that year and to 14 millions on December 12,
at which amount it has remained to the present time.

Senator BECK. So that makes what the chairman says, that at times
there are very large amounts held.

Mr. KNOX. Yes, sir
; during the enormous refunding operations of that

year only.
Senator FERRY. You make out that fourteen or fifteen million will be

required as security for the government funds deposited with the banks,
and that $60,000,000 would be taken by the banks, making in all about

$75,000,000. What additional amount of three per cents, including the

surplus money in the country, in your opinion, would be taken of the
short bonds, under the clause as to one, two, or three years

7 redeemable
notes ?

Mr. KNOX. I do not know whether I quite understand you.
Senator FERRY. How many Treasury notes under this clause, calling

them Treasury notes instead of certificates, as they should properly be

called, would probably be taken by the banks, including the $75,000,000
already mentioned I How much of the surplus money of the banks
would they absorb, in your judgment?
Mr. KNOX. I think in regard to these certificates that the banks

would not themselves take them at first, but would probably receive

them after they should get into circulation. I think the certificates

would work something like the compound-interest notes formerly issued

by the government. The certificates would probably go into circula-

tion temporarily, and the banks would then take them. Some of them
would receive the certificates at par, after interest had accrued, and
some of them would perhaps pay a little portion of the interest as it

accrued.
Senator KERNAN. Would they loan on them, making short loans to

their customers I

Mr. KNO.X. Certainly.
Senator FERRY. In other words, can $300,000,000, or, if not, what

amount, of these fifty-dollar certificates, as they are named here, be

placed, in your judgment, on the terms stated in the bill?

Mr. KNOX. I should think nothing like $300,000,000.
Senator FERRY. What amount do you think I You have already

$75,000,000 provided for in the banks.
Mr. KNOX. I do not suppose that the Secretary would undertake to

issue the certificates and sell the bonds at the same time. The opera-
tions would interfere very much with each other.

Senator FERRY. I want to call your attention in that connection to
the requirements of the sinking fund, which can as well be placed in the
three per cents as in any other bonds. In five years the sinking fund
will require $200,000,000, because your requirement for the coming^
year is $46,000,000, and last year was $40,000,000.
Mr. KNOX. That all represents bonds.
Senator FERRY. Here you have $75,000,000 that the banks would

take
; adding $200,000,000 for the sinking fund crowds very closely on

the $300,000,000 in this bill.

Senator ALLISON. The banks would not take the $75,000,000 in cer-

tificates
; they would take bonds.

Mr. KNOX. They would not be likely to subscribe for certificates.

Senator FERRY. Taking into consideration the sinking fund, what,,
in your judgment, would be the maximum amount of these certificates,
as they are called in the bill, that could be placed I
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Mr. KNOX. I do not feel like making an estimate. This matter of
the certificates and the loans is rather out of my department.

Senator FERRY. Have you no judgment on it ?

Mr. KNOX. I should estimate the amount of the certificates at from
100 millions to 150 millions.

Senator MORRILL. And they would not come in until after the ne-

gotiation of the bonds ?

Mr. KNOX. No, sir.

Senator ALLISON. I was going to ask you for a little information. I

should like to know whether the national banks are paying large divi-

dends or small ones, or what they are doing?
Mr. KNOX. I have a table upon that subject. The banks were more

prosperous during the last year than for several years previous. Their
dividends for that year were about 7 per cent. For the years 1878 and
1879 their dividends were between 6 and 7 per cent.

Senator BECK. Is not that profit both upon their capital and surplus ?

Mr. KNOX. No, sir; it is on the capital.
Senator BECK. Independent altogether of the surplus I

Mr. KNOX. Yes, sir. I think the proper ratio should be on the capi-
tal and surplus.

Senator BECK. What is the ratio on capital and surplus 1

Mr. KNOX. During the first six months of 1880 it was 3.17 per cent.,
and for the six months ending September 1, 1880, it was 3.18 per cent.,
in all 6.35 per cent.

Senator BECK. On capital and surplus both ?

Mr. KNOX. Yes, sir.

Senator BECK. After paying all the expenses of the banks !

Mr. KNOX. Yes, sir. In 1879 it was 6.7 per cent.
;
in 1878, 6.21 per

cent. In this connection it may be stated that during the first six months
of last year there were 269 banks that did not pay any dividends at all.

Senator ALLISON. Paid no dividends ?

Mr. KNOX. No dividends at all, and 290 banks in the second six months
paid no dividends at all.

Senator FERRY. Owing to losses I

Mr. KNOX. On account of their losses. The law provides that if any
bank has met with losses it shall not pay dividends. Its charter is

liable to forfeiture at any time for paying a dividend when it has not
earned the money. The banks have no right to pay out their capital in

dividends. Particular attention is paid to this feature of the system,
and close scrutiny is given to the reports of the examiners, and those
of the banks themselves, to see that it is not violated.

Senator BECK. Let me understand that. That 6.35 per cent, on cap-
ital and surplus is the average, including all those banks that made
nothing ?

Mr. KNOX. Yes, sir
;
that is the average of the whole.

Senator BECK. Broken banks and all ?

Mr. KNOX. No broken banks.
Senator BECK. Non-dividend-paying banks I

Mr. KNOX. All banks that are in operation.
This is the table showing the capital, surplus, dividends, and total

earnings of all the national banks for each half year, from March 1,



43

1878, to September 1, 1880, together with the ratio of dividends to cap-
ital and to capital and surplus, and of earnings .to capital and surplus :
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Taxation of National Banks.

1878.

Geographical divisions.
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circulation, as bearing upon the cost of issuing notes. The tax on cir-

culation is 1 per cent, f

Mr. KNOX. Yes, sir.

Senator ALLISON. 2Tow, what is the actual cost of issuing these notes
to the banks ?

Mr. KNOX. It is said that you should keep up the tax on circulation,
and one reason assigned for so doing is that the banks ought to pay
all the cost of engraving and printing their notes, and all the expenses
of my office. That is a proper thing to do, and the law as it passed
originally provided that such costs and expenses should be paid out of
this tax on circulation. That was one object of affixing the tax on cir-

culation. But while the expenses of my office, including the paper, the

engraving, the printing, and the issuing of all these notes, are about

$200,000 a year, the government is the gainer by the single item of the
loss in circulating notes of the banks to the extent of at least $3,500,000.

Senator MORRILL. Up to the present time ?

Mr. KNOX. Up to this time about $3,500,000.
The CHAIRMAN. Has that amount disappeared !

Mr. KNOX. Yes, sir. That is profit to the government. That would

pay the expenses of issuing the notes and everything connected with
them for fifteen years.

Senator BECK. When do you expect the government to get that!
Mr. KNOX. In some cases there is only .75 of the circulation now out-

standing.
Senator BECK. But we get nothing until final settlement with the bank.
Mr. KNOX. The government has the legal-tender notes all the while in

its possession. It has the use of it continually.
Senator BECK. But what I want to get at is this : Will the banks be

required to settle up and take in all the notes that were issued to them,
whether lost or not, at the expiration of the charter or when do they
expect to pay them?
Mr. KNOX. There are fifteen of the first banks that failed which now

have a circulation outstanding of $11,628. It is an average of only .75

of one per cent. None of that will come in of any consequence. The
government has gained $11,628 by the lost notes of these fifteen banks.

Senator BECK. Is it your understanding that at the expiration of the

present charters of the banks they will each have to pay for all the cir-

culation that was issued to them, and that then we shall get that profit
and the loss 1

Mr. KNOX. My understanding is that if a bank fails, discontinues bu-

siness, or goes into liquidation, or if its.charter expires, it must deposit
lawful money in the Treasury for the full amount of its circulating notes.

Senator BECK. But its charter expires in twenty years, does it not?
Mr. KNOX. The limitation is twenty years.
Senator BECK. Is it expected that at the close of twenty years each

bank will wind up and settle for all the circulation given to it, so as to

give us the benefit of that loss ?

Mr. KNOX. When abank fails or goes into liquidation legal-tender notes
are deposited on its account in the United States Treasury to the full

.amount of its outstanding circulation. The bank relinquishes all interest
in or responsibility for this circulation by this deposit. The Treasury
redeems or pays the bank notes. Some time must elapse, however, be-
fore the Treasury can tell in any particular case what amount of notes
will never be presented. The notes which are never presented the gov-
ernment must finally gain, for it has for its own the legal tenders depos-
ited in their place, but it also has a constant gain from the very first by
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the use of the legal tenders, which remain with it a longer or shorter
time. Twenty-three banks which failed previous to 1873 have $45,644 of

circulating notes still outstanding out of an original issue of $3,196,693.
The proportion of the notes remaining unredeemed is, therefore, in the
case of these banks, 1.43 per cent, of the amount issued. It is probable
that farther redemptions will reduce the percentage, which will never
be redeemed, to about one per cent., as before stated. What the final

gain will be can be judged from the results in the redemption of the
notes of the first twenty-three banks.

Senator BECK. But you say we gain three and a half millions. We
gain nothing until we get it; that is, our debt is not reduced until we
settle with the banks. Is it proposed that each bank as its charter

expires shall settle up and give us the benefit of that, or are they going
to try to renew their charters again without accounting f

Mr. KNOX. It is impossible for the banks to go into liquidation with-
out depositing in the Treasury legal tenders equal to the amount of
their circulating notes. There is nothing in the law to prevent any
national bank from going into liquidation at any time. There is noth-

ing in the law to prevent any private persons from organizing a bank.
If the national banks now in operation should see fit to go into liquida-
tion they could do so, and thereafter the same stockholders could asso-

ciate themselves together again, and organize another national bank.
Senator MORRILL. But the old notes would all have to be redeemed ?

Mr. KNOX. Yes, sir.

The CHAIRMAN. Either redeemed or protected by a deposit of Treas-

ury notes I

Mr. KNOX. Yes.
Senator BECK. But what I want to get at is, can they not do that for

the purpose of preventing the twenty years' limitation running against
them, and keep from paying us these three and a half millions"?

Mr. KNOX. They must deposit Treasury notes to the amount of their

circulation.

Senator BECK. And the government gets the benefit of the use of
that money I

Mr. KNOX. Of that deposit fund, yes, sir.

Senator KERNAN. It becomes a new bank, to all intents and purposes,
not a continuance in the sense of carrying along their old bills f

Mr. KNOX. Yes, sir.

Senator WALLACE. As the practical result of this fifth section on the

question of refunding the national debt, I understand you to say it would
amount to $60,000,000, and that to that extent it would change the circu-

lation of the national banks f

Mr. KNOX. It would make a compulsory market for bonds to about
that amount.

Senator WALLACE. That is the extent of it f

Mr. KNOX. Yes, sir
;
I shall be able to furnish the committee in a few

days with the true figures.
Senator FERRY. Arid as to the $14,000,000 required as security for

public moneys, that might make a place for bonds 'f

Mr. KNOX. In regard to that $14,000,000 it seems to me bad policy to

say that the banks shall deposit only the lowest priced bond in the
market as security for deposits. What the government wants is to get
as much security as it can for its deposits. If there should be danger
that these bonds would go below par, would not a bank hesitate about

purchasing the bonds!
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Senator FERRY. But the government should not hesitate to take its

own bonds.
Mr. KNOX. But the bill says they shall buy only one class of bonds,

and the bonds belong to the bank, and the government can decline to

repurchase the bonds at par.
Senator KERNAN. You want to strike out "only," and let the banks

furnish any bonds as security?
Mr. KNOX. I would let them deposit any bonds. It might diminish

the amount of security to allow only 3-per cents, to be deposited. They
might willingly purchase 4 per cents., or 3J per cents., but decline the

depositary rather than invest in 3 per cents.

Senator ALLISON. I have not in my mind clearly your objections to

the repeal of section 4 of the act of 1874 and the revival of these two
sections of the Bevised Statutes. Please repeat it.

Mr. KNOX. I think it deranges our present system, which is right
as it is. After this funding bill is passed and the remainder of the debt

refunded, there will be comparative stability in the price of bonds, and
the repeal of section 4 will prevent the ebb and flow, the elasticity of the

circulating note, which is indispensable to a well-regulated currency.
I want to refer to an objection made by Senator Beck. He referred

yesterday to some abuses that may have grown up under this provision

allowing banks to take up their bonds as they see fit. The Treasurer
referred to it in his report, and I expected to have seen him here to-day.

Senator BECK. Allow me, before you go on. You remarked just now
that the lowest-priced bonds ought not to be taken, because of the gov-
ernment seeking to give the best security to its depositors.

Mr. KNOX. Taking the best and largest amount of security for its de-

posits.
Senator BECK. The Secretary has the right to take other security

besides bonds, if he thinks fit, under the present law.

Mr. KNOX. Under the present law, but not under the proposed section.

Senator BECK. Why not ? *

Mr. KNOX. I understand the section to mean that he shall receive only
3 per cent, bonds.

Senator BECK. Xow let me ask again, upon that theory, why should
this section of the law of 1874 stand, allowing them to have only $50,000
of bonds on deposit in such a case as that of the Bank of Missouri, we
were talking about a while ago, if the government is looking to the
interest of depositors

J

? Is not the requirement of keeping one-third of
their capital, under sections 5159 and 5160, a good deal better security
for depositors than the present law that you now object to the repeal of?

Mr. KNOX. Our law is burdened with restrictions. I do not think there
ever was an act put upon the statute book that had so many restrictions
as the national-bank act.

Senator BECK. But the effect would be, would it not, under sections
5159 and 5160, that in the case we were discussing a while ago, if the
Bank of Missouri had been required to comply with them she would
have had $880,000 for the benefit of her depositors and stockholders as

well, instead of $50,000 under the present law.
Mr. KNOX. She might have had more bonds.
Senator BECK. Would she not have been compelled to have ?

Mr. KNOX. The character of assets depends on the men who transact
the business the board of directors. fl&*4l

Senator BECK. You say you want a high-priced bond for the security
of depositors ;

do you not want one-third of the capital always deposited
for security ?
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Mr. KNOX. I think the government would readily get a greater
amount of security if the banks were at liberty to buy any United
States bonds. The banks will generally keep one-third of their capital
in bonds, but they should have the privilege to increase or decrease the

circulation.

Senator BECK. Then why do you object to the reinstatement of those

two sections?
Mr. KNOX. Because I do not think it is a good system.
Senator BECK. The Treasurer of the United States, on pages 19 and

21 of his report, which I now hand to you, and ask you to look over,

goes on to show that gross abuses have grown up out of this act of

1874
;
for example :

Under the construction placed upon the law, banks which have thus reduced
their circulation have been permitted to increase it again as often and as largely as

they chose, whether their legal-tender deposits were exhausted or not. Although the
exact amount cannot be ascertained, it is safe to say that many millions of dollars of

additional circulation have been issued under the general provisions of the national

currency act to banks which were still reducing their circulation under the act of

June 20, 1874. The consequence has been that the new notes thus issued have, to a

large extent, speedily been presented to the Treasury for redemption out of the legal-
tender deposit. Banks which have applied in vain to the Treasurer for the surrender

of their legal-tender deposits, have accomplished the same object by obtaining new
circulation. The cost of printing the new notes thus issued is borne by the United

States, so that the government, though not deriving the remotest benefit from the

transaction, has been obliged to bear the whole expense of their issue, and a part of

the expense of their redemption, simply to enable a bank to do by indirection what it

^was not permitted to do directly. In several instances banks have repeated the opera-
tion of reducing and increasing their circulation several times within a brief period,

taking up their bonds and selling them, it would appear, whenever the premium con-

stituted a sufficient inducement, and im-ieasing their circulation again whenever
bonds could be bought at better rates, the United States all the while redeeming their

notes at its own expense or that of the other banks, and issuing others, also at its

own expense, whenever called upon by them.
An example will better illustrate these operations. In January and February, 1875,

a certain bank reduced its circulation from $308,490 to $45,000 by deposits of legal-
tender notes. Between September 26, 1876, and May 26, 1877, and before that deposit
was exhausted, it increased its circulation to $450,000. Between August 14 and Sep-
tember 10, 1-77, it again reduced its circulation to $45,000. On September 19, 1877,
nine days after completing the deposits for this reduction, it again began to take out

additional circulation, although $402,550 of prior deposits remained in the Treasury,
and by the 26th of that month its circulation had again been increased to $450,000.

July 22, 187H, it, for the third time, reduced its circulation to $45,000, and in August
and September, 1879, again increased it to $450,000, at which it now remains, the bal-

ance of its former legal-tender deposits then in the Treasury being $112,615. From
January 13, 1875, to the date of this report, $778,275 of its notes have been redeemed,
of which only $40,700 were redeemed at the expense of the bank, although during
more than one-third of that period it had outstanding and was deriving the benefit

from the full amount of circulation which its capital authorized. The only assess-

ments which have been made on the bank for the expenses of redeeming its notes

were $24.74 in 1875, and $4.39 in 1878. At one time there were in actual circulation

$852,550 of its notes, although the highest amount ever borne on its books was $450,000.

That is what is possible, and what is done under the act of 1874,
which is sought to be repealed, and is impossible under the sections of

the statutes sought to be revived. Against this repeal and revival the

Comptroller protests, and for this the Secretary pleads. I want the

Comptroller to tell why he pleads for that system. If I was an agent
of a bank, I would plead for it, but as a public officer I cannot under-

stand how it can be done.

The CHAIRMAN. Do I understand that any portion of this $852,550
was secured by 100 per cent, of bonds against 90 per cent, of notes?

Senator BECK. I think not, and I want the Treasurer here to explain

it, and I want Mr. Kuox now to state why it is right.
The CHAIRMAN. It is a very important fact.
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Senator BECK. I think I shall show that it is all wrong, and that this

section, of the act of 1874, ought to be repealed, and these sections of
the statutes ought to be revived, in spite of the Comptroller. It is for

the interest of the banks and against the people.
Mr. KNOX. I called on the Treasurer this morning, on my way here,

in the hope that he would come with me, and aid in explaining this

matter to your satisfaction.

Senator BECK. Explain it, if you please, and we shall get him to ex-

plain it, too. Is that report of his true?
Mr. KNOX. In the first place, the law provides that the banks shall

have bonds on deposit to the amount of their circulation, and 10 per
cent, more; but if a bank wishes to reduce its circulation from $200,000
to $150,000, it deposits $50,000 in legal-tender notes and takes out a

proportionate amount of its bonds. The bank has then no more inter-

est in those $50,000 of its notes which it has redeemed than you, or I,
or any outsider has. The government has the legal-tender notes on
deposit to redeem the bank notes. If there is anybody that receives

any benefit resulting from the circulation of those notes, it is the gov-
ernment. According to the Treasurer's statement of November 1 last,
the amount of legal tenders lying in the Treasury deposited by banks
which had gone into voluntary liquidation, or by associations desiring
to reduce their circulation, was about $20,000,000.

Senator BECK. Do you say the system is good that enables that to be
done which the Treasurer says is being done ?

Mr. KNOX. I wish to say that no bank has any circulation outstand-

ing in excess of 90 per cent, of the bonds on deposit therefor, that it

has any interest in, or from which it derives any profit whatever.
Senator BECK. But do you know what bank is referred to there by

the Treasurer ?

Mr. KNOX. I really do not know. I suppose I might guess.
Senator BECK. What is your best guess ?

Mr. KNOX. I suppose it is in reference to a bank in the city of New-
York. I do not know that it is.

Senator BECK. Which one do you think it is ?

Mr. KNOX. I .suppose it is the First National Bank of New York.
Senator BECK. I rather think so from the amounts. Do you say that

that bank had in the Treasury, when it had $880,000 of circulation,
$880,000 of bonds with 10 per cent, more?

Mr. KNOX. Either in bonds or in legal tender notes.

Senator BECK. If it had $480,000 of bonds and $400,000 of legal-
tender notes it was locking up that much of legal-tender money.
Mr. KNOX. It was so much additional legal-tender in the Treasury.
Senator BECK. When it wanted to redeem, why should it not bring

in its own notes, as provided by these two sections 5159 and 5160, in-

stead of keeping its old notes out and getting new ones too ?

Mr. KNOX. If you will look at the Treasurer's currency balance on
November 1, you will see that it was $26,000,000 only, of which amount
820,000,000 consisted of legal-tender notes deposited by the national banks
for the purpose of retiring their own notes.

Senator BECK. Does not the government have to jprint new notes

every time there is an increase in circulation made by a bank!
Mr. KNOX. We have national-bank notes in our vaults all the time

already printed. When these are exhausted new notes must, of course,
be printed.
Senator BECK. And the United States prints them, and pays the ex-

pense of them?
4 N D
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Mr. KNOX. Yes, sir. Let me say what, in iny opinion, will be the

probable action of the banks if this bill should go into operation. The
condition of affairs that has arisen within the last two years as a result

of the recent refunding operations is unprecedented. We have had a*

most extraordinary situation in the city of New York, as well as else-

where. The 4 per cent, bonds of the government, which only about
two years ago sold at par or at 102, have increased in value until they
now sell tor 112 or 113. All classes of the unmatured bonds of the

United States huve borne large premiums. In the city of New York a

bank which is receiving 1J per cent, a year of profit upon its circulation,

finding the premium upon its bonds to be 10 or 12 per cent., naturally
would like to realize that premium, and therefore it would probably
substitute legal-tender notes and dispose of its bonds in the market.

This state of affairs will not long continue after the refunding operations
shall have been completed.
We have had two kinds of 5 per cent, and five or six kinds of 6 per

cent, bonds, together with 4 and 4.J per cents
;

all this variety of bonds
in the market. The market has been unsettled

;
that is, it has been ris-

ing, and there has been a great profit on the buying and selling of bonds.

Banks bought them low and now sell them high. Many banks have
suffered losses, and the rise in the value of the bonds has helped to

meet these losses. But after these present bonds have been negotiated r

and refunding operations shall have been completed, there will not be

any such range in the price of bonds.

Senator BECK. Perhaps not
;
but if the act of 1874 makes this thing

possible, and the re-enactment of those two sections makes the banks
redeem their own notes and makes it impossible, is it not safer and better

for the country that it should be so than to keep up a condition of things
that made that statement of the Treasurer true ?

Mr. KNOX. If the banks are required and permitted to deposit 3J per-

cent, bonds only as security for circulation, the transaction of which you
complain would then of necessity cease. If the tax were reduced to one-

half of one per cent, upon circulation issued on 3 per cent, bonds only, or

on bonds bearing interest at, say, 3.30, it would in my opinion result in

making a market for not less than $360,000,000 of such bonds at par or

above. I wish to say further, in regard to the Treasurer's statement,
that there has been no additional expense to the Government of the

United States by the operation. He says there were expenses to the

other banks or to the Treasury. The expense has been almost entirely,

you might say, & or ^ at the expense of the other banks and not at the

expense of the Treasury.
Senator BECK. But why should the other banks be required to pay

for the change made three or four different times, and new notes be

issued every time printed by the Treasury and furnished to those gentle-

men when their own notes were still outstanding
J

?

Mr. KNOX. There is a detect in the law in this respect, which is

pointed out at page 50 of my last report.
Senator BECK. I think so.

Mr. KNOX. The law provides that the banks shall pay the expense of

redeeming their notes, but the government, in my opinion, should prop-

erly pay the expense of retiring the notes of liquidating and insolvent

banks, for the money is permanently deposited in the Treasury for that

purpose. But there being no law authorizing this to be done, the Treas-

urer is obliged to collect from the banks in operation the cost of redeem-

ing the notes of the banks in liquidation or that are retiring their

circulation.



51

The CHAIRMAN. Still there was an equal opportunity to all banks to

to do this thing ?

Mr. KNOX. Of course. It is a mere temporary thing.
Senator WALLACE. The theory of this system in your mind, Mr.

Knox, is. that the government should have entire control only of the se-

curity for circulation.

Mr. KNOX. That is my theory.
Senator WALLACE. Is it the disposition of the banking department

of the United States Treasury to tend to that result ?

Mr. KNOX. So far as the deposit of bonds is concerned. There are

other restrictions on the act that the Chairman has referred to in ref-

ference to reserves which are the result of experience.
Senator WALLACE. I am looking to the other question, the question

of principle. Is it the tendency of the banking department of the
United States to absorb the control of the banking interests, or only
of the security for circulation ?

Mr. KNOX. That is all, the security for circulation.

Senator WALLACE. In other words, you are willing, so far as you can,
to permit each individual bank to stand on its own good management,
except so far as the security of the note-holder is concerned ?

Mr. KNOX. That is it exactly.
The CHAIRMAN. Is there any possible means under existing law by

which a note unsecured by a ratio of 100 to 90 per cent, of the United
States bonds deposited can be issued by a bank ?

Mr. KNOX. It can never occur.

Senator BECK. One more question there. In the case put by the

Treasurer, was there a dollar more than legal-tender notes of an equal
number of the notes of the bank outstanding in the Treasury for any
sum beyond $440,000 1

Mr. KNOX. No, sir.

Senator BECK. Then there was no 10 per cent, additional to secure
that $440,000, half of the $880,000?
Mr. KNOX. Dollar for dollar in legal-tender notes.

Senator BECK. That was all. There was no percentage ?

Mr. KNOX. No.
Senator BECK. And no bonds ?

The CHAIRMAN. What had become of the bonds then?
Mr. KNOX. The bank, for instance, had $450,000 of circulation and

$500,000 of bonds.
Senator BECK. And never more at any time ?

Mr. KNOX. That was all. It saw fit to withdraw $200,000 of its bonds,
and then some days or weeks thereafter to buy new bonds and deposit
them, upon which we gave them circulation. We would not have given
them this circulation if the Treasurer had been willing to return to them
the legal-tender notes which they had deposited. This he could have
done. There was no law to prevent it.

Senator BECK. That bank might have sent its own notes to Minne-
sota, so that they could not get back for a year, and get other notes
from the Treasury. It actually had $880,000 of its own notes outstand-

ing, and never had but $500,000 in bonds on deposit here.
Mr. KNOX. You have a wrong impression about it.

The CHAIRMAN. I see that under the provision which enables these
banks to go into liquidation, where they cannot get back their own
notes from any cause, they are allowed to deposit United States notes
dollar for dollar, and be relieved. It was that permission, as I under-

stand, at all times to account for the national-bank circulation by buy-
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ing United States Treasury notes, under which the bank in question did

buy, say, a thousand or a million of United States Treasury notes, and
put them in the Treasury, as if it had retired its own notes.

Senator BECK. The bonds should be there for the protection of any de-

mands for the payment of those notes all the time
;
and therefore they

had by the same law a right to deposit new bonds and draw the 90 per
cent, of circulation upon the new bonds.
Mr. KNOX. There is no advantage, w hatever, to any bank in a trans-

action of this kind, except the realizing of the premium upon its bonds.
That is all.

Senator ALLISON. Did it buy the same bonds back at a lower rate !

Mr. KNOX. It could either buy the same bonds or other bonds at a
lower rate.

Senator BECK. You find on the Treasurer's books two sets of accounts,
one running up and the other down, see-sawing, on these bonds.

Senator FERRY. I want to put one question. Has there ever been a
loss to the holder of a national-bank note or a legal-tender note during
your administration ?

The CHAIRMAN. There has been a loss of legal-tenders by the pre-
mium on gold.

Senator FERRY. I mean the par value.

Mr. KNOX. No loss, except where parties have lost the notes them-
selves.

Senator FERRY. I refer to the payment.
Mr. KNOX. O, no.

The CHAIRMAN. What effect would a reduction of taxes have on the

negotiation of the new bonds ?

Mr. KNOX. The tax upon the deposits of the national banks for the

year 1880 was four millions, and the tax on the deposits of State and
savings banks and private banks was two amd one-half millions. The
tax upon capital for all classes of banks was nearly $l,2iO,000. The
tax on deposits is imposed not only on national banks but on all the
other banks and bankers of the country nearly 4,000 in number. It is

very unfair in its operation. Frequently the same original deposit is

assessed three or four times in as many different places. The repeal of
this tax would have the tendency to increase the profits of the banks
and decrease the rate of interest. There is so much competition in

banking, and money is so plenty at the present time, that the rates of
interest are not likely in any event to go beyond the legal rate. This

repeal would, if anything could do so under the present low profit on

circulation, induce the organization of new banks and cause some addi-

tional demand for the bonds.
The tax on capital has had the effect to largely decrease the banking-

capital of the country. The capital of the national banks in March,
1876, was 504 millions

;
on October 1, 1880, it was 457 millions. The

number of banks in existence at the former date was 2,091, and at the
latter 2,090, and yet the decrease in capital was 47 millions. The capital
of State banks and private bankers in 1876 was 214 millions, and in

1880 190 millions, showing a decrease of 24 millions. A considerable

portion of this reduction in the capital of all classes of banks has oc-

curred since the date of resumption, notwithstanding the great increase

of business since that date. This is owing largely to State taxation,
but the repeal of the government taxes on capital and deposits would

give some relief and would induce all classes of banks and bankers,
amounting to more than 6,500, to favorably consider the new loan. The
reduction of one-half the tax on circulation issued on the new bonds only



53

would have a directly favorable effect on the sale of bonds, and, as I

have already said, would, in my opinion, furnish a market for 360 mil-

lions of bonds bearing interest, say, at 3 30, all of which bonds would be

permanently held by the banks as security for circulating notes.

FRIDAY, January 28, 1881.

The committee resumed its session, there being present, besides the
members of the committee, Hon. James Gilfillan, Treasurer of the
United States.

The CHAIRMAN. Mr. Gilnllan, you may proceed to make your com-
ment upon the funding bill, or that portion of it which embraces the
5th section. A copy of the bill is before you.

Mr. GILFILLAN. I was not informed in the notice to appear of any
particular point upon which a statement from me was desired.

The CHAIRMAN. I believe that it was on the suggestion of Mr. Beck
that Mr. Gilnllan was asked to come before the committee.

Senator BECK. The reason why I made the suggestion that perhaps
induced the chairman to call Mr. Gilfillan's attention more particularly
to the 5th section was that when we had Mr. Knox before us I read
from the report of the Treasurer, on pages 19, 20, and 21, showing the
bad effects, as I think, of some of the provisions of the act of 1874,

suggesting a return to the act of 1864, or sections 5159 and 5160 of the
Eevised Statutes. I said I would be very anxious to hear the Treas-
urer as to the operations of these banks in increasing and reducing
and reducing and increasing, backwards and forwards. ]^o doubt that
is why the chairman called the attention of Mr. Gilfillan more particu-

larly to tfcat section at first. Here is your report, Mr. Gilfillan, which
contains the general history and operation of the system, and how far

the 5th section seems to remedy the evils you speak of there, was the

point I was endeavoring to obtain.

Mr. GILFILLAN. The Treasurer is made the custodian, and holds in

trust the bonds deposited for circulation of the national banks. Under
the act of June 20, 1874, he is also required to redeem the circulation of
all national banks when presented.
The CHAIRMAN. On page 19 of your report, speaking of the reduction

and increase of national-bank circulation, you say that the law of June

20, 1874,
" authorizes any national bank desiring to withdraw its circu-

lating notes to take up the bonds deposited for the security of such
notes upon the deposit of lawful money " which means United States
notes " with the Treasurer of the United States, and provides that an
equal amount of the outstanding notes of the bank shall be redeemed
at the Treasury" when they are presented.
The statement you make is, that the entire expense of the redemption

of the whole of this large amount which has been brought in has been
borne by other national banks, and you state the object of this deposit
of United States notes, in order to take up the currency which has been
secured by the deposit of bonds, has been, on the part of the banks, not
to increase their volume of currency, but it has been to avail themselves
of the premium upon their bonds by a sale. Let me ask you what would
be the actual expense if each bank for such operation as that were to

pay itself the expense of transfer and exchange of the money ;
could they

not diminish the expense very much by having notes of very large de-

nominations issued to them instead of small ones ?
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Mr. GILFILLAN. Yes, sir
;
the expense of assorting would be reduced

in that way.
The CHAIRMAN. What is the whole expense of that bureau ?

Mr. GILFILLAN. Last year it was $143,728.39.
Senator MORRILL. Less than it has been before ?

Mr. GILFILLAN. Yes, sir
; nearly $100,000 less than the preceding

year. It cost each bank of $100,000 capital, with $90,000 circulation,
$37.69 to have such of its notes redeemed as were presented for redemp-
tion during the last fiscal .Year.

The CHAIRMAN. You illustrate this by stating that a certain bank, to
which you refer on page 20, twice repeated the operation of depositing
$450,000. That would be $900,000. What would be the actual expense
of that if the bank had borne it by itself ?

Mr. GILFILLAN. The expense of assorting would have been com-

puted by the one thousand notes
;
the expense of transportation by the

one thousand dollars.

Senator KERNAN. What was the expense of each operation f

The CHAIRMAN. The actual expense ?

Senator KERNAN. Which would be repeated.
Mi . GILFILLAN. There would be first the expense of paper and print-

ing the notes, which is borne by the United States.

The CHAIRMAN. What would that amount to ?

Mr. GILFILLAN. I do not know the exact cost, but it would not be
less than $1,550 for that amount of notes of average denominations.
The CHAIRMAN. Would not a great deal of that expense depend upon

the denominations that were asked for?

Mr. GILFILLAN. Yes, sir
;

it would depend entirely upon that.

The CHAIRMAN. Does it cost more to print a note for $1,000 than one
for $10 ?

Mr. GILFILLAN. No
;
the expense is usually reckoned by the thousand

sheets
;

it costs so much a sheet, whether the note is a dollar note, or a
thousand dollar note, or a ten thousand dollar note.

The CHAIRMAN. The mere matter of printing !

Mr. GILFILLAN. Precisely.
The CHAIRMAN. Could you estimate what the expense to the govern-

ment was of the transfer of eight or nine hundred thousand dollars ?

Mr. GILFILLAN. Not with exactness, without knowing the denomina-
tions of the notes and the number.

Senator KERNAN. Could you give us per sheet about how much it

would be, whether a one dollar note or a hundred dollar note ?

Mr. GILFILLAN. The difficulty in estimating the cost of national*bank
notes is that different denominations are printed on the same sheet. It

is different with United States notes.

The CHAIRMAN. But this has nothing to do with United States notes,

except when they have brought them back and deposited them. It is

the cost of the national currency.
Mr. GILFILLAN. I have nothing to do with the issue of national bank

notes, and I do not know definitely as to the cost.

The CHAIRMAN. You have referred in your report to the expense of

that as having been incurred at the cost of the whole association of

banks, when in this particular case an individual bank had all the ben-
efit of it ?

Mr. GILFILLAN. Yes, sir. Reducing banks under existing law have
the benefit and escape the expense.
The CHAIRMAN. 1 should like to know, after all, what was the cost

j

if it amounted to a preat doal of money ?
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Mr. GILFILLAN. I cannot tell the exact cost without knowing the
denomination of the notes.

The CHAIRMAN. Was it very serious ?

Mr. GILFILLAN. The expense last year of redeeming $900,000 of bank
notes of average denominations was $2,340, to which should be added

$1,550, the estimated cost of paper and printing.
Senator KERNAN. I do not quite understand how frequent operations

like that mentioned on page 21 of your report occur. I want to get at

the fact, whether that was a frequent thing.
The CHAIRMAN. As I understand the cost to the bureau in redemp-

tion, it amounts to $143,000 a year, about $37 on every bank having a
circulation of $90,000. One of these banks, however, returns as a cir-

culation, you may say, in the same year, $900,000 by these means. I

merely want to know whether that is a very serious cost, and becomes
a matter of serious injustice to the association of banks for the indi-

vidual return of its circulation twice over ?

Mr. GILFILLAN. The cases in my report were only cited as illustra-

tions. There has been under the act of June 20, 1874, $71,000,000
retired, but the net decrease in national-bank circulation outstanding
has only been about $7,000,000 since the passage of that act. It was
not the cost to any particular bank, but the system under which such
transactions take place, to which the attention of the department was
invited.

Senator MORRILL. Was this surrendering of currency resorted to to

any great extent throughout the country ?

Mr. GILFILLAN. I do not know how many banks did it.

Senator KERNAN. It is not surrendering currency. They deposit
greenbacks to redeem, say, $50,000 of their own bills, and then they do
not take up their bonds. Their bonds are there, and then they just take

out, two days after, the same amount of bank notes again which they
have prepared to redeem. Is that it ?

The CHAIRMAN. No.
Senator KERNAN. Let me read from the Treasurer's Report, on page

21:

Other banks have reduced and forthwith increased their circulation to its former
amount, with the avowed object of relieving themselves from the trouble and expense
of redeeming their notes through the five per cent, redemption fund. For example, a
bank deposited -$45,000 in legal-tender notes for the reduction of its circulation on
April 3, 1878, and on April 5, 1878, two days afterwards, without having touched the
bonds deposited as security, took out $45,000 of additional circulation. In like man-
ner on July 11, 1879, it deposited $9,000 for the same purpose, and on the very same
<l flY ^vithout disturbing its bonds, it took out $9,000 of additional circulation.

Do you not see that the government has the trouble of redeeming
these notes and then putting right out the same amount ?

Senator MORRILL. But they have the same amount. The govern-
ment has it in advance.

Senator KERNAN. They have their regular notes there.
Senator MORRILL. So that the bank does not get a dollar more ?

Senator KERNAN. That is so
;
but the Treasurer is speaking in his

report about their speculating in stocks, taking the ups and downs of
stocks and contracting the currency by depositing greenbacks and waiting
for notes or getting new notes, contracting it to that extent in hard times.
That is the purport of the statement, and I want to know if there is

much of that done ?

Senator MORRILL. I suppose the point you are trying to get at is the
case of a bank with some 4J per cents on deposit that are bringing a
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high premium. They want to sell those and get some others in that

they can get at less expense.
Senator KERNAN. The Treasurer says they.did this " with the avowed

object of relieving themselves from the trouble and expense of redeem-
ing their notes through the 5 per cent, redemption fund." In a word,
they throw it on the government, Xow, whether much or little, they
should not do that.

Mr. GILFILLAN. The Treasurer's statement was made not to draw
attention to any particular banks, but to the system. Of course, a con-

tingency might arise under which the evil would be greatly increased.
That was the point, and not merely to call attention to the evil as it has
existed in the past.
The CHAIRMAN, llepeat that statement, please.
Mr. GILFILLAN. ^ot merely that there has been improper fluctuation

of circulation in the past, but contingencies may arise in funding which
will induce the banks to reduce circulation largely. There are seven hun-
dred and fifty banks which now have but $50,000 capital. They cannot
reduce under the fourth section of the act of 1874. It might happen
that those seven hundred and fifty banks would be left to bear the ex-

pense of redeeming the notes of all the national banks.
The CHAIRMAN. I see that your comment, at pages 19 and 20, is that

the apparent intention of the act of June 20, 1874, was to allow this

power to banks of returning United States notes to the Treasury and
taking out their bonds, and in that way retiring their own circula-
tion

;
for when they have deposited United States notes they are exoner-

ated from any responsibility for the circulation issued to them by the
government, whether it is outstanding or not. It was thought that it

would be what you may call a regulation of the volume of currency;
that when it became redundant they could retire their currency; when
they desired more currency they could deposit more bonds and issue
more currency; but that, under the working of the system, has been
simply to enable them to avail themselves of the fluctuations in the price
of bonds; and not for the purpose of checking a redundancy of cur-

rency, but for the purpose merely of obtaining the premium upon the
bonds they have availed themselves of this act, bringing United States
notes in when the^ could not get their own, and taking up their bonds
for the purpose of sale.

Mr. GILFILLAN. The higher the market rate of bonds the less elastic
the currency would be if it is ever elastic under that section, which is

doubtful because the bank can only get the same amount of circulation
on a bond worth 150 as on a bond at par, so that if it were elastic when
bonds are at par, when they get to be at a high rate of premium it may
be for the interest of a bank to look to the premium on the bonds and
not to the profit on circulation. That is the point.

Senator ALLISON. Do you say that under this funding bill this opera-
tion might be carried on to a large extent, you think I

Mr. GILFILLAN. Yes, sir
;
under circumstances which might arise.

Senator ALLISON. They would carry it on in this way, would they not ?

They would take out their 4 per cent, bonds, deriving a large premium
for the time being by the deposit of greenbacks, and then after a little

while they would buy the 3J or 3 per cent, bonds and take circulation

upon those ? Is not that your idea of the way it would operate ?

Mr. GILFILLAN. When that part of my report was written, of course
I had neither funding operations nor this bill in view.

Senator ALLISON. You had in view an amendment to the bank act f
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Mr. GILFILLAN. Or a regulation of the department, if it could be

effected in that way.
Senator ALLISON. The object to the banks, as I understand these

pages in your report, is to take out bonds bearing a large premium ?

Mr. GILFILLA.N. That seems to be the object.
Senator ALLISON. And if they would do it to a considerable extent

under this funding bill they would do it by selling their high-priced
bonds and buying the low-priced bonds that we propose to sell. Is not

that the way they would exert themselves ?

Mr. GILFILLAN. They might, unless they wished to absolutely sur-

render the circulation entirely.

Senator ALLISON. So that this provision would really aid the fund-

ing operations rather than retard them ? In other words, if I under-

stand your statement correctly, the revival of these two sections of the

Eevised Statutes, and the repeal of section 4, might have the effect to

retard the operations of the remainder of this bill, to wit, an induce-

ment for the banks to take low-priced bonds instead of high-priced
bonds ?

Mr. GILFILLAN. Perhaps so, on that supposition, which is improba-
ble, because under existing law banks can reduce their bonds to $30,000
without substituting others, but if the 5th section is enacted they must
substitute the new bonds to an amount equal to one-third of their capital.

Senator ALLISON. Then, is it not true that, while we are engaged in

this operation of funding, it would be wise to postpone a change of this

bank law until that was done ?

Mr. GILFILLAN. As to any other direct effect on funding, I am not

prepared to speak. I am only incidentally interested in the question
as it affects the business of the Treasurer's office, which will be benefited

by the proposed change in the system.
Senator ALLISON. I understand

$
but I understood you to say that this

might be done largely under this funding bill. If so, I want to see how
it would be done.

Mr. GILFILLAN. I spoke of the fact that reduction of bank circula-

tion might take place, and throw the expense of redeeming the notes on
a few banks

;
that is all.

Senator ALLISON. Undoubtedly.
Mr. GILFILLAN. As to what effect the repeal of section 4 of the act

of 1874 would have on funding, other than that such repeal will tend
to retard sharp contraction of the currency and withdrawal of bonds, I

am not prepared to say.
The CHAIRMAN. Were your remarks influenced by the fact of an in-

creased expense that you thought was caused by individual banks at

the cost of the entire association of banks? Was that the view with
which this was written !

Mr. GILFILLAN. That and the expense to the United States of print-

ing the notes.

The CHAIRMAN. Was your comment with a view of the effect of this

law on the refunding question or not ?

Mr. GILFILLAN. ]fo, sir. I had not that in mind at the time of writ-

ing.
Senator ALLISON. I see that the two examples that you cite are ex-

amples that occurred in 1877, 1878, and 1879. Have there been any
notable examples of this character during the last year?
Mr. GILFILLAN. I did not look at that. I will answer that question

before this statement is completed. I have not the figures at this mo-
ment.
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Senator ALLISON. I should like to have an answer. I should like to
Imow if this is a continuous operation, because I can see very well how
it would occur during the process of funding before. The banks that
had high-priced bonds would draw them in and sell them and then buy
in the 4's and renew their circulation.

Senator WALLACE. The effect of that would be to throw a great many
4's on the market and renew the operation to take up the currency.

Senator ALLISON. No
;
because the common market would absorb

them anyway.
Senator WALLACE. That is the question.
Senator ALLISON. It would, because their number is limited.
Mr. GILFILLAN. During the fiscal year 1880, additional circulation

was issued to two hundred and two national banks, thirty-one of which
banks had legal-tender notes on deposit in the Treasury for the reduc-
tion of their circulation. Since July 1, 1880, additional circulation has
been issued to thirty-six national banks, twelve of which banks had
legal-tender notes on deposit in the Treasury for the reduction of their
circulation.

Senator MORRILL. I understand that Mr. Gilfillan in making the re-

port mainly referred to the injustice that he thought was done to some
of the other banks in throwing the entire expense upon the associated
banks instead of defraying it themselves, as it was an operation in
which a single bank was exclusively interested.
The CHAIRMAN. It goes further than that. On page 21 you will see

he says that there has been an operation under this law that never was
contemplated. After speaking of the fact of the sudden return of the

currency, and then the sudden demand for more, he says :

Such a construction utterly perverts the original intention of the act. Instead of
the volume of the circulation being regulated by the business needs of the country it

is governed by the price of United States bonds. The price of bonds may be such as
to induce banks to surrender their circulation at the very time when there is a legiti-
mate demand for more circulation.

That is rather a wider scope of his remark than confines it merely to
the question of unjust expense thrown by the operations of one bank
upon the entire association of banks.
Mr. GILFILLAN. There is no doubt that the elasticity of currency, as

it is called, is affected by the premium on the bonds.
Senator ALLISON. There is no doubt of that

;
I can see that.

Mr. GILFILLAN. As to whether premium governs to a large extent,

.you will see on page 35 of the Treasurer's report that during the fiscal

year 1880, $24,973,950 of 4 per cent, bonds were withdrawn. The de-

-sire to realize premium had a great deal to do with the withdrawal of
these 4 per cent, bonds. In order to obtain the bonds to sell they were
forced to reduce the circulation or directly substitute other bonds.

he CHAIRMAN. What is the remedy you would suggest for that f

Mr. GILFILLAN. When, the paragraph was written it was not in ex-

pectation that there would be a change in the law, but that there might
be some regulation of the department adopted that a bank should not in-

crease its circulation while it was on the books of the department as

reducing its circulation.

The CHAIRMAN. At page 22 you suggest to " confine the operation of
the fourth section of the act of June 20, 1874, to cases where banks had
formed a well-considered intention to permanently curtail their circula-

tion, and would relieve the United States from the expense of issuing
notes to banks only to have them forthwith returned for destruction."
Would not that very fact, permanently curtailing the oirf nlntion, destroy
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the very feature of elasticity which is intended to be a measure of tem-

porary relief? That is to say, you have more currency when more cur-

rency is needed, and retire it when its use becomes less profitable.
Mr. GILFILLAN. Then the only question is whether the volume of notes

redeemed by the Treasurer, which has averaged $170,000,000 annually
under section 3 of the act of 1874, would be great enough for the pur-

poses of the national banks desiring to reduce their circulation.

The CHAIRMAN. If there be a deposit of United States Treasury
notes to await the redemption of national currency which is sought to

be retired there is no change in the volume at all?

Mr. GILFILLAN. Of course the United States notes that are deposited
are immediately taken out of the circulation of the country.
The CHAIRMAN. Do you hold, therefore, that there is an increased

volume in the circulating medium by the operation that you have de-

cribed here of the banking ?

Mr. GILFILLAN. An increase?

The CHAIRMAN. Thai: is to say, if a bank having $100,000 of circulat-

ing notes, for which United States bonds have been deposited as security,

desiring to take up those bonds for any purpose, for sale or otherwise,

brings $100,000 of Treasury notes and deposits them, that entitles it to

two things, to a return of the bonds that it deposited originally as se-

curity, and to exoneration from any liability for its outstanding cur-

rency. Is not that the result ?

Mr. GILFILLAN. Yes, sir.

The CHAIRMAN. Then the United States notes deposited in lieu of,

and I will say for the redemption of the national-bank currency, are

immediately issued again by the Treasurer, or do they await as a fund
the redemption of the outstanding notes of that bank as the notes

delivered to that bank by the government ?

Mr. GILFILLAN. Those identical notes might be paid out, but in pay-

ing those out of course the same amount of money of some other kind
is retained.

The CHAIRMAN. That is what I wanted to know, whether when a
bank returned $100,000 of Treasury notes to the Treasury, and obtained

thereby the bonds that had been deposited as security for the circula-

tion issued to them under the form of a bank, that bank circulation

would be still outstanding?
Mr. GILFILLAN. Yes, sir.

The CHAIRMAN. But the $100,000 Treasury notes would be held to

cancel it so far as the bank was concerned ?

Mr. GILFILLAN. Yes, sir.

The CHAIRMAN. But that $100,000 would be retained as a fund for

the ultimate redemption of that amount ?

Mr. GILFILLAN. Yes, sir.

The CHAIRMAN. And never issued?
Mr. GILFILLAN. Never issued, but held as a fund. We do not speak

now of the identical money. The fund is always there.

The CHAIRMAN. Then there is no increase of circulation by means of

this exchange, but there may be a diminution when it is a permanent
retirement of the notes ?

Mr. GILFILLAN. Yes, sir. What was meant by permanent intention to

reduce is that banks should not increase before their deposit of United
States notes was exhausted.

Senator KERNAN. That is, if they did then issue other bonds to get

$100,000 more of currency, and put that out, that would increase the

currency to some extent.
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Mr. GILFILLAN. That would increase the currency, but if they had de-

posited $50,000 of United States notes to retire circulation, they should
wait until $50,000 of their notes was retired before they are granted an
increase of circulation.

Senator KERNAN. Why should they do that ? If there is need of
more currency what harm is it

1

? Where is the objection?
Mr. GILFILLAN. There is not any objection if it is done legitimately;

but that would be to a small extent probably.
Senator ALLISON. Suppose $10,000 of this $50,000 had been redeemed

;

suppose this $50,000 fund for instance had been reduced to $40,000, then
would it not be fair and legitimate for a bank to step in and deposit
bonds enough to take $10,000 more of currency ?

Mr. GILFILLAN. There might be less objection to that.

Senator ALLISON. In other words, your idea is that they should not
have $50,000 of circulation represented by United States notes in the

Treasury, and $50,000 more circulation out 'I

Mr. GILFILLAN. Yes, sir.

Senator ALLISON. But if they reduce their circulation by redemptions
in the Treasury to that extent there would be no objection I

Mr. GILFILLAN. Xo objection if the reducing bank shared in the ex-

pense. The retirement of the circulation, if all the notes that came in

for redemption under the third section of the act were canceled, would
be very rapid. You see it has averaged $170,000,000 a year during the
last six years, or nearly half of the outstanding national-bank circulation

annually. The question is whether that is not as rapid as the public inter-

ests would permit the circulation to be curtailed. It might not suit an
individual bank

;
its notes might not come in rapidly enough, but any

general reduction of the circulation could be made that way very
rapidly.
The CHAIRMAN. I have always understood that the great and funda-

mental protection of the interposition of a system of banks between the

Treasury and the public was in the fact that when a paper currency
became redundant it was in the power of the bank to retire it, but the

government could not
;
that the bank could and would retire it under

the exigencies of commercial demand and supply; no matter what may
be the motive for the banks, the fact of the sudden and vacillating

premiums upon the bonds, has induced them, it seems, at this time

alone, to retire the currency for the purpose of getting hold of the

bonds, in order to avail themselves of the premium by a sale
;
but the

question is whether you suggest, and whether it is wise, that you should
take from the bank, the power of retiring currency by returning it to

the Treasury, and taking up their bonds whenever they find that that

currency cannot be profitably used under the exigencies of commercial
demand.
Mr. GILFILLAN. That is the point, whether aside from the redemp-

tion by the Treasury of their circulation the banks also need this other

method, which is furnished by the fourth section of the act of June 20,

1874, to enable them to reduce more rapidly than can be done by the

ordinary redemption through the Treasurer's office.

Senator MORRILL. Is it not a convenience and a great benefit to the

country when the cotton is to be moved, when the corn crop is to be

moved, out West, that there should be some power on the part of the
banks to increase their circulation, and then at other seasons of the

year, for seven or eight months when they do not want it, to retire it f

If this system allows that to be done is it not of some public benefit?

Mr. GILFILLAN. That is the legitimate object of section 4, but in it*
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practical working it fails; the so-called elasticity is restricted by the

fact that banks are not willing generally to expend funds in their pos-
session to buy bonds at a premium in order to get a less amount in

circulation for the convenience of the country, and have not done so.

This last summer there was a demand for circulation, which was not

supplied by the banks, and the Treasury was compelled to issue over

$30,000,000 of silver certificates and add to the circulation of the

country.
Senator KERNAN. And silver dollars ?

Senator MORRILL. But if we had refunded, and the bonds became
stable, so that there would not be any greater fluctuation than there

is in English consols, would not this principle in the existing laws be
of some service to the country ?

Mr. GILFILLAN. Doubtless, the nearer bonds are to par the more
stable the circulation will be.

Senator WALLACE. Would not that stability follow naturally from
the fact that only one class of bonds bearing one rate of interest were
attainable by the national banks for the purpose of obtaining circula-

tion
;
a class of bonds that would sell at or near par, and would pay

the world's rate of interest ? Would not that tend to bring that sta-

bility?
Mr. GILFILLAN. Yes, sir

;
it would tend to bring stability.

Senator KERNAN. In other words, they would hardly be tempted to

refrain from getting circulation when it was needed, if there was a bond
ki the market that was always not much above par.

Senator WALLACE. And if that bond was the only bond the bank
ould deposit for circulation.

Senator KERNAN. Supposing it was not the only bond, it would be
the low one, the one they would take, being so much lower than the
others.

Senator ALLISON. Can a bank now, under the operations of the Treas-

ury, having bonds bearing 4 per cent, interest, say, apply to the Treas-

ury for the privilege of withdrawing 4 per cents, and substitute there-

for, without reference to the currency, 4J per cents ?

Mr. GILFILLAN. Yes, sir
;
under section 5167, Kevised Statutes.

Senator ALLISON. That exchange of bonds can go on, leaving their

currency as it stands ?

Mr. GILFILLAN. Yes, sir.

Senator ALLISON In other words, if a bank holding 4 per cent, bonds
as security for circulation, after this funding bill shall become a law,
desired to withdraw those 4's, could they do so and substitute, the 3's
or 3's without any disturbance of their circulation ?

Mr. GILFILLAN. Yes, sir.

Senator ALLISON. That process can go on.

Mr. GILFILLAN. It is going on all the time.

Senator ALLISON. They are exchanging one class of bonds for another
bond.
Mr. GILFILLAN. One bond for another, whenever a bank makes the

request.
Senator ALLISON. I wanted to know if that was under the regular

operation of the Treasury. Of course that seems to be a very wise pro-
vision.

Senator BECK. I should like to ask whether you have seen any occa-
sion to modify the recommendations of your report in regard to the re-
duction and increase of national-bank circulation on pages 19, 20, and
21 of the report, and, if so, in what regard would you modify the state-
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meiits therein made, or are the facts therein stated according to your
understanding yet true'?

Mr. GILFILLAN. They are true, and I see no reason to modify them
now.

Senator BECK. You gave an illustration at the top. of page 21, where,
under the process of contracting and expanding at various times, you
say:

At one time there were in .actual circulation

Of the bank which you use as an illustration

$852,550 of its notes, although the highest amount ever home on its hookvS wa&
$450,000.

Mr. GILFILLAN. That is a true statement.
Senator BECK. Was there ever at any time more than $500,000 of

bonds deposited by that bank to secure its circulation ?

Mr. GILFILLAN. Not in bonds. The excess was covered by United
States notes deposited in the Treasury.
Senator BECK. I will come to that directly. It never had more than

$500,000 of bonds at any one time, even when it had $852,550 of its

notes outstanding ?

Mr. GILFILLAN. That is all it was required to have. I do not think
it had more.

Senator BECK. Therefore the only surety for the other $400,000 was
legal-tender notes of the United States on deposit '?

Mr. GILFILLAN. Yes, sir.

Senator BECK. There was no margin of 10 per cent, or any other per
cent, deposited with the Treasurer for that amount of currency ?

Senator KERNAN. The legal-tenders are par.
The CHAIRMAN. But there was no margin 1

Mr. GILFILLAN. There was no margin except on that portion covered

by United States bonds.
Senator BECK. Was there any other security for the $400,000 of the

notes of this bank in excess of the $450,000 borne upon its books, ex-

cept the legal-tender notes of the United States '?

Mr. GILFILLAN. There was not.

Senator BECK. Do you understand that that was a compliance with
the spirit of the law which required bonds of, say, $100,000 for every

$90,000 of currency that was issued, or was it not a violation of the spirit

of that law merely to have legal tender notes and no bonds deposited '?'

Mr. GILFILLAN. It was in compliance with the construction placed

upon the 4th section of the act of June 20th, 1874, which it is now con-

templated to repeal.
Senator BECK. Section 5 of this bill proposes to repeal that and to

restore sections 5159 and 5160 of the Revised Statutes. If that is done,
will not each bank that seeks to retire its circulation have to deposit its

own notes instead of greenbacks, and thus make that condition of things

impossible ?

Mr. GILFILLAN. That would be the effect.

Senator BECK. Is not that a safer system than the system that you
have set forth in the illustration you have given of the operations of

this bank on pages 20 and 21 of your report ? Safer for the depositors,
safer for the stockholders, and it prevents all this operation of your
printing large quantities of notes at the expense of the United Statesr

or of the other banks, for people who see fit to gamble in stocks and
bonds ?

Mr. GILFILLAN. It would be more economical for the United States-
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Senator BECK. Is it not safer for the stockholders as well, and for

the depositors, to have bonds of the United States always to the amount?
Mr. GILFILLAN. It would be for the interest of the stockholders with-

out doubt, to the extent of the margin on the bonds and premium over

and above the amount of the circulating notes outstanding.
Senator MORRILL. Does not that depend upon the fact whether the

United States notes become depreciated in value so as to be worth less

than a hundred cents on the dollar ?

Mr. GILFILLAN. The value of the notes deposited is out of the ques-
tion.

Senator MORRILL. If the United States notes are worth one hundred
cents on the dollar then the security is good, is it not J

?

Mr. GILFILLAN. It is good for the note-holder, but SenatorBeck speaks
of the stockholders of the bank.

Senator BECK. It is simply good, dollar for dollar, to the note-holder,
but it is not as good as a United States bond at par would be, when
there is only 90 per cent, of circulation represented by that bond.

Senator ALLISON. If instead of $90,000, you had $1,500,000 of bonds

deposited and a margin of 50 per cent., would not the stockholders be
still better off?

Senator KERNAN. The stockholders would not get much dividends,
but the creditors would be better off.

The CHAIRMAN. As I understand Mr. Beck's question it is very fall

of meaning (there is no doubt about that
;

it is one that has suggested
itself to my mind before), that under the operation of a law that was in-

tended to permit of elasticity in the volume of currency there can be
Avorked a wholesale substitution of the security for the national-bank
currency. Under the present banking act, the general act, the notes
delivered to the banks for their circulation were secured by a deposit of
bonds ten per cent, in excess of the face amount of the notes. They
were secured by the liability of the stockholders for the amount of their

subscriptions. They were secured by the reserve kept in the bank
under the banking act

;
but when a bank not able or willing to procure its

own circulating notes originally delivered to it by the Treasury shall take
an equal number of United States notes and deposit them, then you have
a substitution of an equal number of United States notes for the national-
bank currency without any of the security offered by the ten per cent,

excess of the bank, the liability of the stockholder, or the reserve re-

quired to be kept in the bank. That is the effect.

Senator BECK. That is the whole case.

The CHAIRMAN. That is the whole working of this law, and the ques-
tion is whether or not it needs amendment.
Senator ALLISON. I want to make a suggestion. Is there not a con-

fusion of terms in this, that these United States notes are not held a t
all as security, but they are the absolute redemption of those outstand-

ing ?

Senator MORRILL. And in advance ?

Senator ALLISON. And in advance really ;
because the national bank

says :
" Instead of paying out to A. B. and C. D., who hold my notes, I

redeem these notes absolutely, according to law, by depositing the

money in the Treasury
"

;
and A. B. and C. D. go to the Treasury for

their redemption, and not to the bank itself. So that the notes out-

standing, for which United States notes are deposited in the Treasury,,
are not notes of the bank at all. They are notes that are practically
redeemed by the bank, and in the Treasury.
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Senator Mo BRILL. And which might have been redeemed from each
individual holder.

The CHAIRMAN. They are paid by a promise to pay ; they are paid
by paper which is arbitrarily made a compulsory legal tender, and has
not a cent of value in itself.

Senator ALLISON. Undoubtedly ;
but suppose a bank, instead of pay-

ing greenbacks into the Treasury, shall put gold eagles into the Treasury.
The CHAIRMAN. Then that is payment.
Senator ALLISON. That is redemption. Then we come back to a

question of terms as to whether the greenback is money or not. If Mr.
Beck is raising that question with you, that is another thing.
The CHAIRMAN. I am very glad to have the question brought right to

that point.
Senator ALLISON. If the greenbacks are not money, then Mr. Beck

is right.
The CHAIRMAN. Greenbacks are not money ; they are nothing but a

promise to pay money. My idea is that payment means payment and
not a promise of payment.

Senator BECK. My whole object in questioning the Treasurer is be-
cause I am one of those who believe that the House acted wisely in re-

pealing the section under which these possibilities exist and restoring
sections 5159 and 5160 of the Kevised Statutes, which require the banks
to deposit their own notes themselves instead of requiring us to print
new notes, up and down, and keep put double the amount of their cur-

rency only secured by anything, in violation of the law, and also which re-

quires them to keep bonds to the amount of one-third of the circulation,
and to repeal that provision, which reduces the bonds down to $50,000, as in
the notable case of the Bank of Missouri, where it had two million and a half
of capital, and ought to have had, and would have had, under sections 5159
and 5160, $833,000 of bonds, and yet when it failed it onlyhad $50,000, and
its stockholders and its depositors and everybody else suffered because
of the construction of the act of 1874. I want to make these things im-

possible, and I am questioning the Treasurer to see whether or not in

his opinion a repeal of that section and the restoration of the other
sections would not be safer for depositors, stockholders, and the busi-

ness of the country generally. Mr. Kuox having given a judgment
against it, I want to know if the Treasurer does not give his opinion in

favor of the 5th section. I want to ask him the question now, whether
he thinks section 5, repealing section 4 of the act of June 20, 1874, and
sections 5159 and 5160, would not be a safe and wise provision to make.
Mr. GILFILLAN. I believe that the re-enactment of sections 5159 and

5160 would be for the benefit of the stockholders, and would facilitate

refunding the debt. So far as the business of the Treasury is concerned,
I am in favor of the repeal of the 4th section of the act of June 20, 1874,
because it causes useless expense to the government and tends to de-

range the circulation of the country.
Senator KERNAN. And the re-enactment of the two sections named f

Mr. GILFILLAN. Yes, sir.

Senator ALLISON. What relation has the repeal of the 4th section

and the substitution of the two other sections to the question of fund-

ing the public debt, if any ?

Mr. GiLFiLLAN. The repeal of the 4th section of the act of June 20,

1874, would facilitate funding by retarding the withdrawal of bonds
held as security for circulating notes and preventing a possible sudden
contraction of the currency.
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Senator ALLISON. It is a mere regulation of the Treasury for the con-

venience of the Treasurer I ;/,.
Mr. GILFILLAN. The re-euactment of sections "5159 and #lj(30, 6i

course, forbids the reduction of the amount of United States bonds on

deposit in the Treasury below one-third of the capital of the national

banks. -^
Senator ALLISON. Do you think it would have any effect one jfray or

the other upon the refunding process under this proposed law $ S
Mr. GILFILLAN. By increasing the amount of bonds to be k^pt on

deposit in the Treasury by national banks beyond the amount to which

they may now reduce, as existing law is now interpreted, it is an aid to

refunding.
Senator ALLISON. And, so far as it is a compulsory process, if the

bonds should fall below par it would then find a market for that num-
ber, whatever it would be.

Mr. GILFILLAN. Yes, sir
;
but I do not suppose Congress would de-

sire to compel national banks to take a bond below par.
Senator WALLACE. They could only be compelled to take about

sixty millions of dollars, as I understood the Comptroller of the Currency
day before yesterday.

Senator ALLISON. Do you think it would be wise or unwise to make
a provision here which would operate compulsorily upon any portion of

the people with reference to taking the bonds.
Mr. GILFILLAN. In that view of it, it might be unwise to compel the

banks to hold any particular class of bonds.
Senator BECK. I forgot to ask a question of the Secretary of the Treas-

ury when he was here, when something was said about the rate of in-

terest on English consols ranging for the last twenty-five years from an

average of about 3J to 3 J, as a reason for supposing that we could not
refund at 3 per cent. Do you know whether the English consols are

subject to taxation, and whether incomes in England, derived from con-

sols, are also taxed as well as any others ?

Mr. GILFILLAN. No, sir
;
I have not looked into that subject.

I wish to say in regard to the remark of Senator Wallace, that, as the
law now stands interpreted by the Department of Justice, the national
banks can reduce the bonds in the hands of the Treasurer of the United
States as security for circulation to $60,000,000, but with the re-enact-

ment of those two sections they could not reduce below $152,500,000.
Senator WALLACE. But taking the 5th section as it stands here, and

making a compulsory market for the bonds that are to be treated as
the bonds in which we refund our debt, I understood the Comptroller to

say that we could orilv make a compulsory market to-day for about
$60,000,000?
Mr. GILFILLAN. As the 5th section stands you can compel them to

keep all they have and to hold the present amount of bonds, which is

$359,000,000, unless reduced by the cancellation of circulating notes.

Senator MORRILL. Could you compel those who have 4J's on deposit?
Mr. GILFILLAN. I do not suppose that is the intention of the 5th

section.

Senator WALLACE. That is the point exactly. I understood the

Comptroller very clearly to say that a compulsory market tor only
$60,000,000 could be made under the 5th section. Therefore you could

compel the national banks to surrender the whole of their bonds to

what extent and take the 3's '?

Mr. GILFILLAN. I had not looked at it in that light; but it will cer-

5 N D
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tainly compel them to have of United States bonds the present amount
for the time being, until reduced by cancellation of circulation.

Senator WALLACE. I have no doubt of that.

Mr. GILFILLAN. If those two sections are not re-enacted, they need
have but $60,000,000 in bonds of any kind on deposit. I do not suppose
that the 5th section would compel them absolutely to withdraw all their
bonds and replace them with the new bonds.

Senator BECK. The 4J's of 1891, and the 47s of 1007 you cannot com-
pel them to take.

Mr. GILFILLAN. I think it is not compulsory as to bonds now on de-

posit.
Senator WALLACE. Only as those bonds become due and can be called.

If they continue their circulation, they must deposit 3 per cents and 3
per cents alone ?

Mr. GILFILLAN. I suppose if banks wish to exchange the bonds on
deposit for others, they must exchange them for the new bonds.

Senator ALLISON. That is, the process going on now could not go x>n

except for new bonds.
Mr. GILFILLAN. I suppose that is the effect of the 5th section.

Senator MORRILL. Under the existing laws as they have been, there
does not seem to be much disposition on the part of the whole country
to increase the stock of national banks. Do you suppose that passing
the 5th section would have a tendency to induce people to embark more
largely their capital in national banks, or would it diminish the amount
that is already there ?

Mr. GILFILLAN. I suppose that would depend more on the status of
the bonds in the market and the state of business than anything else.

The CHAIRMAN. In the process of depositing United States notes and
the withdrawal of United States bonds by a bank, leaving the notes

originally issued to such bank still outstanding, is there any possibility
of an increase in the volume of currency "I

Mr. GILFILLAN. Not in that operation; not in that one transaction.
The CHAIRMAN. I have reference to the process.
Mr. GILFILLAN. Of course you do not refer now to the national-bank

circulation ? In speaking of an increase of circulation you refer to the
circulation of the country, not of the national-bank notes ?

The CHAIRMAN. The volume of paper currency, that which consists
of United States notes and what are termed national-bank notes. I

want to know whether, by the proceedings which you referred to and
described in your report, of depositing United States notes for the pur-
pose of taking up bonds which were originally placed there as security
for the notes issued to the banks, there is any possibility by that pro-
cess of expanding the volume of the paper currency?

Senator MORRILL. In the aggregate?
The CHAIRMAN. In the aggregate.
Mr. GILFILLAN. No, sir; not in the aggregate.
The CHAIRMAN. It would seem there was none, to me, but I thought

I would ask you as an expert upon that^subject.
Mr. GILFILLAN. No, sir

;
it has not occurred.

Senator BECK. Is it not possible, on the other hand, to the extent
that the national banks hold greenbacks in their possession, that they
could, if it was their interest, deposit simultaneously the amount of

greenbacks that they have, whether it was one or two hundred millions,
withdraw their bonds, and contract their circulation to that extent in a
day?
Mr. GILFILLAN. Yes, sir.
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Senator BECK. But if they had to collect their own notes and bring
them in, they would have to do it much more slowly ?

Mr. GILFILLAN. Yes
;

it would be more gradual.
Senator ALLISON. But could they not under that same process gather

up their notes and at a given day do the same thing ?

Mr. GILFILLAN. Yes, sir.

Senator MORRILL. Is it dependent solely upon the amount of funds
that they have to loan ? Is there any sort of danger or apprehension in

any quarter that they will ever do that for the simple purpose of con-

tracting the currency ?

Mr. GILFILLAN. Either process might become detrimental to the public
interests. Existing law makes both possible. The fifth section will

prevent excessive contraction by deposit of United States notes, and
leaves redundant bank circulation to gradually find its way back to the
banks by the natural process of being voluntarily surrendered by the
holders to the Treasury for redemption.

Senator MORRILL. But my point is, whether a bank which depends
upon loaning its capital, its bills, such as it has on hand, would be
likely to put them out of its hands where it could not loan them ?

Mr. GILFILLAN. No, sir
5
the only way they could get them back

would be to sell the bonds. They would lose the use of their funds
temporarily and suffer loss of interest, possibly.
The committee adjourned.
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